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SECURITIES  AND  EXCHANGE 
COMMISSION 

17  CFR  Parts  210,  228,  229,  230,  239, 
240,  249  and  260 

[Release  No.  33-6924,  34-30468,  39-2280; 
File  No.  S7-4-92] 

RIN  3235-AD88 

Small  Business  Initiatives 

agency:  Securities  and  Exchange 
Commission. 

ACTION:  Notice  of  proposed  rulemaking. 

SUMMARY:  The  Commission  today  is 
publishing  for  comment  proposed 
revisions  to  the  rules  and  forms  under 
the  Securities  Act  of  1933  ("Securities 
Act"),  the  Securities  Exchange  Act  of 
1934  (“Exchange  Act")  and  the  Trust 
Indenture  Act  of  1939  (“Trust  Indenture 
Act")  to  facilitate  capital  raising  by 
small  businesses  and  reduce  the 
compliance  burdens  placed  on  these 
companies  by  the  Federal  securities 
laws.  The  Commission’s  general  small 
issues  exemption  from  the  Securities  Act 
registration  requirements,  regulation  A, 
as  well  as  the  rule  504  exemption,  would 
be  revised.  The  proposals  also  include 
simplified  registration  and  reporting 
disclosure  requirements  for  “small 
business  issuers,”  as  defined. 

DATES:  Comments  must  be  submitted  on 
or  before  June  18. 1992. 

ADDRESSES:  Comments  should  be 
submitted  in  triplicate  to  Jonathan  G. 
Katz.  Secretary,  Securities  and 
Exchange  Commission,  450  Fifth  Street. 
NW.,  Washington,  DC  20549.  Comment 
letters  should  refer  to  File  No.  S7-4-92. 
All  comments  received  will  be  available 
for  public  inspection  and  copying  in  the 
Commission’s  Public  Reference  Room, 
450  Fifth  Street,  NW.,  Washington,  DC 
20549. 

FOR  FURTHER  INFORMATION  CONTACT: 

Questions  should  be  directed  to  the 
Division  of  Corporation  Finance, 
Securities  and  Exchange  Commission, 
450  Fifth  Street,  NW.,  Washington.  DC 
20549,  as  follows:  (1)  Regulation  A  and 
rule  504,  Richard  Wulff  (202-272-2644); 
(2)  Regulation  S-B,  Securities  Act  Rules 
and  Forms,  Exchange  Act  Rules  and 
Forms  and  Trust  Indenture  Act  Rules. 
Amy  S.  Bowerman  and  Martin  P.  Dunn 
(202-272-2573):  and  (3)  Financial 
statement  requirements,  Teresa  E. 
lannaconi  (202-272-2553). 
SUPPLEMENTARY  INFORMATION:  'The 
Commission  is  publishing  for  comment 
proposed  amendments  to  the  Regulation 
A  *  exemption  from  the  registration 


‘  17  CFR  230.251-282. 


requirements  of  the  Securities  Act  *  and 
Forms  1-A  ■  and  2-A  *  used  for  such 
offerings.  In  connection  with  these 
amendments,  the  Commission  is 
proposing  to  repeal  current  Forms  3-A,* 

4- A.»  5-A.''  6-A  »  and  7-A.»  The 
proposed  changes  will  simplify  the 
required  disclosure.  To  facilitate  the 
new  disclosure  format.  Securities  Act 
rule  175  and  Exchange  Act  rule  3b- 
6.**  the  Commission’s  “safe  harbor” 
provisions  for  forward  looking 
statements,  would  be  revised  to  include 
such  statements  in  a  regulation  A 
offering  statement. 

'The  proposals  to  modify  regulation  A 
will  increase  from  $1.5  million  to  $5 
million  the  exemption’s  yearly  dollar 
limit,  and  simplify  the  procedural 
requirements  for  use  of  the  exemption. 
Regulation  A  also  is  proposed  to  be 
amended  to  permit  an  issuer  to  solicit 
indications  of  interest  in  the  company 
before  filing  its  mandated  offering 
document. 

The  Commission  also  is  proposing  to 
streamline  the  conditions  to  use  of  rule 
504  **  of  regulation  D.*®  rule  504  permits 
non-Exchange  Act  reporting  issuers  to 
raise  up  to  $1  million  in  a  12-month 
period  without  a  prescribed  disclosure 
document. 

The  Commission  today  also  is 
publishing  for  comment  simplified 
disclosure  requirements  both  for  the 
registration  of  securities  under  the 
Securities  Act  and  the  on-going 
reporting  requirements  of  the  Exchange 
Act.  to  be  used  by  “small  business 
issuers.”  The  simplified  disclosure 
requirements  for  “small  business 
issuers”  are  contained  in  proposed 
regulation  S-B.‘*  Amendments  to  rule 
405  *  ®  under  the  Securities  Act  and  rule 
12b-2  under  the  Exchange  Act 
would  define  the  "small  business 
issuers”  that  will  be  eligible  to  use  the 
simplified  disclosure  forms.  The 
Commission  is  proposing  to  repeal  Form 

5- 18  and  replace  it  with  Form  SB-1.‘* 


•  15  U.S.C.  77a  et  seq. 

» 17  CFR  239.90. 

•  17  CFR  239.91. 

‘  17  CFR  239.92. 

•  17  CFR  239.93. 

’  17  CFR  239.94. 

•  17  CFR  239.95. 

•  17  CFR  239.96. 

•®  17  CFR  230.175. 

' '  17  CFR  240.3b-«. 

**  17  CFR  230.504. 

*»  17  CFR  230.501-508. 
17  CFR  228.10-702. 
17  CFR  230.405. 

'•  17  CFR  240.12b-Z 
”15  US.C78ae/s«;. 
••  17  CFR  239.2& 

••  17  CFR  239.29. 


Further,  "small  business  issuers”  eligible 
to  use  Form  S-2,®®  Form  S-3  **  or  Form 
S-8,®®  as  well  as  those  "small  business 
issuers”  using  Form  S-4,®®  would  be 
permitted  to  use  the  revised  disclosure 
requirements  of  regulation  S-B.  Small 
business  issuers  would  use  proposed 
Form  10-SB,®®  Form  10-KSB  and 
Form  10-QSB  to  satisfy  registration, 
annual  and  quarterly  reporting 
obligations  under  the  Exchange  Act. 

Item  7  of  Form  8-K  is  proposed  to  be 
amended  to  provide  consistent  financial 
statement  instructions  regarding  small 
business  acquisitions.  Revised 
disclosure  requirements  would  also  be 
available  to  small  business  issuers 
providing  information  to  investors  in 
accordance  with  Schedule  14A,®® 
Schedule  14C,®®  and  rule  14a-3  under 
the  Exchange  Act. 

The  Commission  is  proposing  to 
revise  rule  4a-l  under  the  Trust 
Indenture  Act  to  increase  the  dollar 
ceiling  of  the  exemption  from  the 
requirement  to  issue  securities  pursuant 
to  an  indenture.  It  is  also  proposed  that 
rule  4a-2  ®®  be  redesignated  rule  4a-3 
and  be  amended  to  increase  the  dollar 
ceiling  of  the  exemption  from  the 
requirement  that  the  securities  be  issued 
pursuant  to  a  qualified  indenture. 

Finally,  the  Commission  is  proposing 
new  rule  4a-2®*  which  would  permit  an 
exemption  from  the  Trust  Indenture  Act 
for  issuances  of  securities  under 
regulation  A. 

I.  BACKGROUND 

Small  businesses  are  the  cornerstone 
of  the  U.S.  economy.  The  approximately 
20  million  small  businesses  in  the  United 
States  employ  more  than  half  of  the 
domestic  labor  force,®®  produce  nearly 
half  of  the  gross  domestic  product  ®’ 


»o  17  CFR  239.12 
**  17  CFR  239.13. 

**  17  CFR  239.16b. 

*»  17  CFR  239.25. 

*«  17  CFR  249.210b. 

*»  17  CFR  249.310b. 

»•  17  CFR  249.308b. 

17  CFR  249.308. 

*•  17  CFR  240.148-101. 

»•  17  CFR  240.14C-101. 

17  CFR  240.148-3. 

»*  17  CFR  200.48-1. 

**  15  U.S.C.  77888  et  seq. 

**  17  CFR  260.48-2. 

»« 17  CFR  260.48-3. 

»•  17  CFR  260.48-2. 

**  U.S.  Small  Business  Administrstion.  Tbe 
Annual  Report  on  Small  Business  and  Competition. 
12S  (19001. 

U.  at  12-13. 
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and  created  the  vast  preponderance  of 
new  jobs  during  the  period  from  1988 
through  1990.^"  These  small  businesses 
are  frequently  in  the  vanguard  of 
developing  new  technology,  patents, 
products  and  services.’” 

A  critical  factor  in  the  viability  of 
these  small  business  ventures  is  access 
to  capital  and  debt  frnancings,  both  in 
their  start-up  and  development  stages, 
as  well  as  their  ability,  when  they  are 
ready,  to  have  their  securities  traded  in 
the  public  markets  without  undue 
regulatory  complexity  and  cost.  The 
vital  importance  to  the  nation's 
economy  and  society  of  simplifying  the 
regulatory  requirements  for  capital 
formation,  particularly  for  small 
businesses,  was  specifically  recognized 
in  the  Small  Business  Securities  Act 
Amendments  to  the  Securities  Act, 
Exchange  Act  and  Trust  Indenture  Act 
in  1980.“® 

Likewise,  the  Commission  has 
historically  recognized  the  distinct 
financing  concerns  of  start-up  and 
development  stage  businesses  and 
companies  newly  entering  the  public 
markets.  In  1978  and  1980,  the 
Commission  sought  authority  from 
Congress  to  raise  its  small  issue 
exemptive  authority  from  $500,000  to 
$1,500,000  to  $2,000,000  to  $5,000,000.“  > 
Concurrently  in  1978,  the  Commission 
provided  a  simplified  registration  form. 
Form  S-18,  to  register  small  IPOs, 
raising  the  registrable  amoimt  to  $7.5 
million  in  1982.  A  series  of  limited 
offering  exemptions  was  adopted  as 
regulation  D  in  1982,  and  the  threshold 
for  Exchange  Act  registration  under 
section  12(g)  was  raised  to  $5  million  in 
total  assets  in  1986.  In  1988,  the 
Commission,  using  its  small  issue 
exemptive  authority,  adopted  Securities 


**  See,  U.S.  Small  BusineM  Administration,  The 
Annual  Report  on  Small  Business  and  Competition, 
(unpublished  report)  table  A.30  (1992).  See  also, 
"Fears  Mount  t^t  Small  Business  Sector  Is  In  a 
State  of  Permanent  Retrenchment”  The  Wall  Street 
ioumal,  February  14, 1992,  p.  Bl.  Source:  U.S.  Small 
Business  Administration. 

U.S.  Small  Business  Administration,  The 
Annual  Report  on  Small  Business  and  Competition, 
121-128  (1983);  Senate  Report  No.  96-958.  Small 
Business  Securities  Act  Amendments  of  1980,  p.  4 
(Sept.  18, 1980).  See  also.  The  Small  Business  Credit 
Crunch.  Hearings  Before  the  Comm,  on  Small 
Business,  House  of  Representatives,  101st  Cong., 

2nd  Sess.,  (April  25, 1990  and  June  8, 1990) 
(Introductory  Statement  of  Hon.  Joseph  McOade). 

See  The  Small  Business  Investment  Incentive 
Act  of  198a  Public  Law  96-477  (October  21, 1980). 
The  Omnibus  Small  Business  Capital  Formation  Act 
of  1980  and  the  Small  Business  Issuers' 
Simplification  Act  of  1980  comprise  title  V  and  title 
VL  respectively,  of  the  Small  Iciness  Investment 
Incentive  Act  of  1980. 

*'  59  Stat.  la  Public  Law  95-283  (May  21, 1976): 

92  Stat.  962  (October  6, 1978);  and  I^Iic  Law  96-477 
(October  21. 1980). 


Act  Rule  701  to  exempt  from 
registration  securities  of  non-Exchange 
Act  reporting  companies  offered  to 
employees  as  compensation. 

Recent  market  developments  warrant 
the  Commission’s  review  of  its 
exemptive  and  regulatory  requirements 
as  they  apply  to  small  businesses,  with 
a  view  to  simplifying  access  to  the 
public  frnancing  markets.  While  initial 
public  offerings  of  equity  rose  to  $16 
billion  in  1991,  a  four-fold  increase  over 

1990  level8,“’  the  availability  of 
financings  for  companies  not  yet  ready 
to  enter  the  public  market  has  declined 
dramatically  in  the  last  several  years. 
The  availability  of  both  venture 
capital  ““  and  bank  financing 
reportedly  has  substantially  contracted. 

Since  1986,  equity  IPOs  have  declined 
each  year  until  the  turnaround  in  1991. 
Forty-four  Regulation  A  financings  were 
filed  in  fiscal  year  1991  with  the 
Commission,  representing  financings  of 
$41.5  million,  in  contrast  with  439  filings 
covering  financings  of  $408  million  in 
fiscal  year  1981.  Further,  the  number  of 
start-up  businesses  decreased 
significantly  in  1991,  with  more  than 
50,000  fewer  new  businesses  founded  in 

1991  than  1990.  “• 

Today,  a  small  business  that  needs 
capital  beyond  the  resources  of  the 
founder  and  that  of  his  or  her  family 
confronts  an  array  of  regulations  that 
govern  the  offering  of  securities, 
whether  in  a  limited  private  ofrering  or 
in  a  widespread  public  offering.  Under 
current  requirements,  an  entrepr'meur 
who  wants  to  tap  public  financing 
typically  must  incur  the  full  costs  of 
preparing  mandated  disclosures  and 
financial  statements — costs  that  can 
exceed  $200,000 — without  knowing 
whether  there  is  any  interest  in 
investing  in  his  or  her  business. 


«*  17  CFR  230.701. 

**  Liebowitz,  "Reversing  four-year  trend  and 
swooning  economy.  Wall  Street  explodes  in  1991,” 
Investment  Dealers'  Digest,  January  6  1992.  This 
dollar  amount  does  not  include  closed-end  funds. 

**  Total  private  equity  financing  decreased  from 
$17.7  billion  in  1986  to  $6.4  biUion  in  1991.  See. 

"Wild  venture  capitalists  now  aren’t  quite  as  wild,” 
The  Philadelphia  Inquirer,  March  8, 1902.  p.  Cl. 
Source:  The  Private  Equity  Analyst  Newsletter. 

‘Today,  the  evidence  of  a  credit  crunch  is 
overwhelming.  Small  businesses,  not  surprisingly, 
are  among  the  primary  victims.”  See,  The  Credit 
Crunch,  Hearings  Before  the  House  of 
Representatives  Committee  on  Small  Business, 
102nd  Cong.,  1st  Sesa.  (March  5, 6  and  11, 1991) 
(statement  of  John  G.  Heimann,  Chairman.  Global 
Financial  Inabtutions,  Merrill  Lynch  A  Co.).  See 
also.  Id,  statement  of  Richard  P.  Sjrron.  Pi^ident 
and  Chief  Executive  Officer,  Federal  Reserve  Bank 
of  Boston  and  oral  statement  of  Robert  D.  Honnats, 
Vice  Chairman.  Goldman  Sachs  International. 

**  See.  "Fears  Mount  that  Small-Business  Sector 
Is  In  a  State  of  Permanent  Retrenchment,”  The  Wall 
Street  JoumaL  February  14 1992.  p.  Bl.  Source  of 
statistics:  U.S.  Small  Business  Administration. 


There  are,  of  course,  exemptions  for 
limited  offerings  to  more  sophisticated 
professional  investors  that  may  reduce 
compliance  costs.  'The  restricted  nature 
of  these  offerings,  however,  does  not 
replace  the  advantages  of  having  access 
to  the  public  capital  markets,  and  the 
potentially  greater  liquidity  that  publicly 
ofiered  securities  enjoy.  The 
Commission,  therefore,  has  focused  its 
proposals  on  facilitating  access  to  the 
public  market  for  start-up  and 
developing  companies,  and  on  lowering 
the  costs  for  small  businesses  that 
undertake  to  have  their  securities  traded 
in  the  public  market. 

Key  to  the  success  of  these  proposals 
to  reduce  the  impediments  to  small 
business  financing  in  the  securities 
markets  is  that  the  revisions  do  not 
compromise  the  basic  protection  of 
investors  mandated  by  the  federal 
securities  laws.  As  historically 
recognized  by  the  Commission,  and 
articulated  by  the  Congress  in  passing 
the  1980  Small  Business  Securities  Acts 
Amendments,  "reform  that  results  in 
undermining  investor  confidence  in  the 
integrity  of  the  marketplace  would  have 
an  effect  precisely  the  opposite  of  its 
intended  benefits  on  capital 
formation."  Thus,  the  proposals 
published  today  focus  on  increasing  the 
utility  of  regulation  A,  which  assures 
investors  of  a  mandated  disclosure 
document  subject  to  Commission 
review,  and  on  simplifying  compliance 
with  disclosure  requirements  for  those 
small  businesses  that  become  subject  to 
registration  under  the  Exchange  Act,  or 
that  choose  to  have  their  securities 
traded  on  a  national  exchange  or  on 
NASDAQ.  By  lowering  these 
compliance  costs,  small  companies  may, 
in  fact,  be  encouraged  to  provide  their 
investors  with  the  benefits  of  trading  in 
these  markets,  and  the  concomitant 
continuous  reporting  under  the 
Exchange  Act. 

II.  Small  Business  Initiatives 
A.  Executive  Summary  of  Proposals 
1.  Exempt  Ofrerings 

A  start-up  company,  with  no 
established  market,  is  at  great  risk  of 
loss  when  it  must  expend  funds  to 
prepare  for  an  offering  of  securities 
without  knowing  whether  there  will  be 
any  investor  interest  in  the  company.  To 
remedy  this  situation,  the  Commission 
today  is  proposing  for  the  first  time  to 
permit  those  companies  to  "test  the 
waters"  for  potential  interest  in  the 
company  before  beginning  an  offering 
exempt  from  registration  under  the 


Senate  Report  at  5. 
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Securities  Act,  without  bringing  into 
play  at  that  early  stage  the  ^11  range  of 
regulatory  prescriptions.'** 

The  Commission  is  also  proposing 
other  significant  revisions  to  the 
availability  and  operation  of  the 
regulation  A  exemption.  Regulation  A 
would  be  extended  to  offerings  up  to  $5 
million,  an  increase  from  the  present 
$1.5  million  limit,  and  a  new  disclosure 
format — the  question-and-answer  form 
now  being  used  in  over  20  states — 
would  be  used  in  regulation  A  offering 
documents. 

To  facilitate  further  the  ability  of 
small  companies  to  raise  seed  capital, 
the  Commission  is  proposing 
amendments  to  rule  504,  one  of  the 
exemptive  rules  under  Regulation  D. 
Under  current  rule  504,  the  Commission 
exempts  from  registration  annual 
offerings  of  up  to  $1  million  by  non- 
Exchange  Act  reporting  issuers.  While 
rule  504  does  not  restrict  the  kind  or 
number  of  investors  to  whom  the 
securities  may  be  sold,  it  does  limit  the 
company's  ability  to  engage  in  general 
advertising  or  other  general  offering 
activity.  These  limitations  result  in  the 
investor  receiving  restricted  securities, 
unless  the  securities  are  state  registered. 
Similarly,  state  registration  is  required 
to  rely  on  the  exemption  for  securities 
offered  in  excess  of  $500,000.  As 
proposed,  a  company  could  issue  up  to 
$1  million  per  year  through  sales  of 
securities  which  could  be  freely  traded 
without  registration  and  without  the 
conditions  regarding  state  registration 
currently  imposed  by  that  rule.  As 
proposed,  rule  504  would  permit  general 
solicitation  and  general  advertisement 
in  connection  with  all  offers  and  sales 
under  the  exemption. 

2.  Registration  and  Reporting 

Smaller  businesses  are 
disproportionately  affected  by  the 
complexities  in  the  disclosure 
requirements  for  both  the  initial 
registration  of  securities  and  on-going 
disclosure  under  the  Exchange  Act. 
Building  on  its  successful  experience 
with  current  Form  S-18,  the  Commission 
is  proposing  to  provide  new  disclosure 
requirements  for  use  by  small 
companies,  which  will  be  used  for  both 
Securities  Act  registration  and  Exchange 
Act  proxy  and  reporting  requirements. 

The  proposed  forms  would  continue  to 
require  audited  financial  statements  and 
narrative  disclosure  of  information 
necessary  to  make  an  informed 

**  Pre-offering  material  soliciting  indications  of 
interest  would  be  subject  to  the  antifraud  and  other 
civil  liability  provisions  of  the  securities  laws.  This 
material  would  be  required  to  be  Hied  with  the 
Commission  not  later  than  its  first  use. 


investment  decision.  As  in  the  case  of 
Form  S-18,**  GAAP  Hnancial 
statements  will  suffice;  compliance  with 
Regulation  S-X  will  not  be  required. 
The  disclosure  requirements  have  been 
rewritten  to  be  more  easily  understood 
by  persons  less  familiar  widi  the  federal 
securities  laws  and  regulations  and, 
thus,  reduce  the  filing  costs  for  smaller 
companies.  To  facilitate  this  small 
business  disclosure  system,  a  new 
regulation  containing  all  of  the  small 
business  disclosure  requirements, 
regulation  S-B,®^  is  proposed. 

Finally,  the  Commission  is  proposing 
to  amend  the  rules  under  the  Trust 
Indenture  Act  to  increase  the  levels  of 
debt  which  may  be  offered  without  full 
compliance  with  that  Act. 

B.  Regulation  A 

1.  Background 

Regulation  A  permits  the  unregistered, 
public  offering  of  securities  under 
specihed  conditions.  Currently,  an 
issuer  may  use  the  exemption  to  offer  up 
to  $1.5  million  in  any  12-month  period.®* 
Use  of  the  exemption  requires 
qualification  of  an  offering  statement, 
which  must  be  filed  with  and  reviewed 
by  the  Commission.®*  The  core  of  the 
offering  statement  is  the  offering 
circular,  which  must  be  delivered  to 
prospective  purchasers  ®*  and  includes 
narrative  disclosure  similar  to  that 
required  by  the  Commission’s 
registration  statement  forms, 
particularly  Form  S-18. 

Unlike  offerings  imder  the  Securities 
Act,  unaudited  financial  statements, 
covering  only  one  year,  may  be  used  for 
a  regulation  A  offering.  Further,  the  use 
of  regulation  A  does  not  automatically 
give  rise  to  a  reporting  obligation  under 
section  15(d)  of  the  Exchange  Act.®® 


••  17  CFR  239.29. 

»®  17C3Tt210.1else9. 

•‘17  CFR  228.10  el  sev. 

••  See  Rule  254(a)  (17  CFR  230.264(a)]. 

••  Filings  made  under  regulation  A  currently  are 
reviewed  by  the  staff  of  the  Commission's  regional 
offices.  This  practice  would  be  modified  to  offer 
issuers  a  choice  of  filing  locally  or  with  the 
Commission’s  office  in  Washington,  DC. 

••  Rule  257  (17  CFR  230.257]  currently  permits 
issuers  to  make  offerings  of  up  to  $100,000  without 
the  delivery  of  an  offering  document.  Under  the 
proposals,  this  provision  would  be  eliminated  as 
unnecessary  in  view  of  the  changes  proposed  to  rule 
504. 

••  15  U.S.C.  78o(d).  An  issuer  may  as  a  result  of 
one  or  more  exempt  equity  offerings,  become 
subject  to  Exchange  Act  registration  under  section 
12(g]  if  any  class  of  equity  securities  becomes  held 
by  more  than  500  record  holders,  and  the  company 
also  has  assets  of  at  least  $5  million. 


Since  they  are  exempt  from  the 
registration  requirements  of  the 
Securities  Act,  regulation  A  offering 
documents  are  not  subject  to  the  strict 
liability  provisions  of  Action  11  of  the 
Securities  Act.®*  However,  the  anti¬ 
fraud  and  other  civil  liability  provisions 
of  the  securities  laws  are  applicable  to 
the  offer  and  sale  of  securities  in 
reliance  upon  regulation  A.®'' 

2.  Proposed  Revisions  to  Regulation  A 

Regulation  A  is  an  effective  tool  for 
developing  companies  that  may  not  be 
able  to  raise  sufficient  funds  to  justify 
the  significant  costs  of  registration  and 
the  further  costs  of  reporting  under  the 
federal  securities  laws.  The  current 
limitations  of  the  exemption,  including 
the  relatively  low  dollar  ceiling  and 
strict  prohibition  on  pre-offering 
communications,  constrain  its 
usefulness  and,  as  previously  noted, 
regulation  A  offerings  have  declined 
markedly.  The  reform  of  regulation  A 
proposed  by  the  Commission  would 
reduce  costs,  expand  the  exemption's 
availability,  streamline  its  procedural 
regimen  and  allow  pre-offering 
solicitation  of  indications  of  interests 
subject  to  Commission  oversight. 

a.  Dollar  limit.  The  proposals  would 
raise  the  dollar  ceiling  for  a  regulation  A 
offering  to  the  statutory  limit  of  $5 
million  in  any  12-month  period  for  issuer 
sales,®*  including  no  more  than  $1.5 
million  in  secondary  offerings.®*  Use  of 
other  “small  issues"  exemptions  would 
not  reduce  the  regulation  A  dollar 
ceiling.** 


»•  15  U.S.C.  77k. 

•‘  See  sections  12(2)  and  17  of  the  Securities  Act 
(15  U.S.C.  777(2)  and  q)  and  section  10(b)  of  the 
Exchange  Act  (IS  U.S.C.  76j(b)). 

•*  Regulation  A  has  been  adopted  pursuant  to  the 
authority  granted  to  the  Conunission  under  section 
3(b)  of  the  Securities  Act  (15  U.S.C.  77c(b))  to 
provide  exemptions  from  the  registration 
requirements  for  issues  of  securities  which  do  not 
exceed  $5  million  under  conditions  which  further 
the  public  interest  and  protection  of  investors. 

•*  Secondary  offerings  by  affiliates  would 
continue  to  be  ineligible  for  a  regulation  A 
exemption  where  the  issuer  has  had  no  net  income 
for  each  of  the  two  most  recent  fiscal  years.  See 
proposed  rule  251(b)  (17  CFR  230.251(b)). 

In  addition  to  the  restriction  upon  affiliate  resales 
for  non-income  generating  issuers  under  current  rule 
253  (17  CFR  230.253),  securities  held  by  certain 
affiliates  and  promoters  are  deducted  fiom  the 
regulation  A  ceiling,  unless  they  are  placed  in 
escrow.  Form  7-A  provides  a  format  for  satisfaction 
of  the  escrow  requirement.  Since  the  proposal 
would  no  longer  call  for  that  deduction,  the  optional 
escrow  provision  would  be  deleted. 

•®  E.g.,  Securities  Act  rules  236,  504,  and  505  (17 
CFR  230.236,  504  and  505)  and  regulations  B  (17  CFR 
230.300-346).  E  (17  CFR  230.601-610a)  and  F  (17  CFR 
230.651-656). 
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The  proposed  regulation  also  would 
provide  a  “safe  harbor"  provision 
regarding  integration  of  other  offerings. 

A  regulation  A  offering  would  not  be 
integrated  with  any  previously 
completed  registered  or  exempt  offering 
or  with  €iny  subsequent  offering  that 
was  registered  under  the  Securities  Act, 
made  pursuant  to  an  employee  beneHt 
plan,  in  reliance  on  rule  701  or  under 
regulation  S,  or  made  more  than  six 
months  after  the  regulation  A  offering.** 

b.  Scope  of  exemption.  As  proposed, 
regulation  A  would  continue  to  be 
available  to  a  wide  range  of  operating 
businesses  organized  in  the  United 
States.  Canadian  issuers  have  rarely 
used  regulation  A,"*  and  it  is  proposed 
that  the  exemption  be  available  only  to 
domestic  issuers.*® 

As  is  the  case  today,  issuers  of 
fractional  undivided  interests  in  certain 
oil,  gas  or  mineral  rights  **  and 
investment  companies  **  could  not  use 
the  exemption.  In  addition,  under  the 
proposals,  regulation  A  also  would  not 
be  available  to  "blank  check" 
companies,**  commodity  pools  and 
other  non-operating  entities.*’  As  under 

**  See  proposed  rule  251(c]  (17  CFR  230.251(c)). 
The  longstanding  Commission  guidance  regarding 
the  integration  of  offerings  would  continue  to  be 
applicable  to  those  offerings  which  are  not  within 
the  "safe  harbor"  provision.  See,  Release  No.  33- 
4552  (November  6, 1962)  (27  FR 11316). 

**  In  the  past  three  years,  there  have  been  177 
regulation  A  filings.  During  that  time,  no  Canadian 
issuers  have  filed  under  regulation  A. 

**  Canadian  persons  are  required  to  consent  to 
service  of  process  on  forms  established  by  the 
Commission.  (Forms  3-A,  4-A.  S-A  and  6-^  have 
been  adopted  for  this  purpose.)  As  Canadian  issuers 
would  no  longer  be  eligible  for  use  of  regulation  A, 
these  forms  would  be  rescinded. 

•*  Current  rule  252(b)  (17  CFR  230.252(b))  contains 
this  prohibition.  Regulation  B  provides  exemptive 
relief  for  such  issuers. 

**  Companies  registered  or  required  to  be 
registered  under  the  Investment  Company  Act  of 
1940, 15  U.S.C.  80a-l  et  seq.,  iimluding  business 
development  companies,  are  prohibited  fiom  using 
regulation  A.  See  current  rule  252(b)(2)  (17  CFR 
230.252(b)(2)).  A  "business  development  company" 
is  a  closed-end  company  which  is  permitted  to 
provide  significant  managerial  assistance  to  its 
portfolio  companies  under  certain  conditions.  See 
also  regulation  E.  The  Commission  is  issuing  a 
companion  release  concerning  regulation  E. 

**  A  "blank  check"  company  is  one  that  has  no 
specific  business  or  plan  except  to  locate  and 
acquire  a  presently  imknown  business  or 
opportunity.  See  section  7(b)  ot  the  Securities  Act, 
IS  U.S.C.  77g(b).  See  also  proposed  rule  419(a)(2) 
under  the  Sei^ties  Act  (17  CFR  23a419).  Rriease 
No.  36-6891  (April  17. 1991). 

**  Only  entities  with  operating  businesses  would 
be  permitted  to  use  regulation  A.  The  exemption 
thus  would  be  available  only  to  raise  funds  to  put 
into  the  operations  of  an  actual  business  and  not 
simply  for  investment.  Proposed  rule  251(a)(4)  (17 
CFR  230.251(a)(4))  specifically  excludes  tb^ 
enterprises  wiA  dm  principal  business  of  investing 
or  reinvesting  funds  in  securities,  properties, 
commodities,  business  opportunitkse  mr  similar 
media  of  speculative  opportunity. 


the  current  rules,  an  issuer's  securities 
could  not  be  sold  in  a  regulation  A 
offering  if  the  company,  or  a  controlling 
person  or  underwriter  were  subject  to 
one  of  a  series  of  enumerated  legal 
remedies  cuid  sanctions.** 

Reporting  issuers  have  rarely  used 
regulation  A.**  In  light  of  the  simplified 
registration  and  reporting  forms  being 
proposed  to  meet  the  needs  for  capital 
raising  by  reporting  small  business 
issuers,  ^ey  would  no  longer  be 
permitted  to  rely  upon  the  regulation  A 
exemption.’*  Comments  are  specifically 
requested  as  to  the  appropriateness  of 
this  exclusion.  Commenters  who  believe 
that  the  exclusion  is  not  appropriate 
should  also  address  whether  regulation 
A  should  be  available  for  all  reporting 
companies  or  only  those  that  are  small 
business  issuers.  Comment  is  requested 
as  to  whether  other  aspects  of  the  issuer 
qualification  provisions  of  regulation  A 
should  be  revised.  In  particular, 
commenters  are  requested  to  address 
whether  offerings  of  “penny  stocks" 
should  be  prohibited  under  the 
regulation  A  exemption.’  * 

c.  Fee.  The  Commission  proposes  to 
increase  the  filing  fee  for  regulation  A 
filings  to  $500  to  parallel  the  increase  in 
the  offering  ceiling. 

d.  Disclosure  requirements. 

Regulation  A  would  continue  to  be 
conditioned  upon  the  qualification  of  an 
offering  statement  filed  with  the 
Commission  and  reviewed  by  the 
staff.’®  The  form  and  content  of  the 
required  offering  circular  is  proposed  to 
be  revised  substantially  ’®  to  allow 

**  The  disqualification  provisions  describe 
specific  sanctions  against  the  issuer,  its  controlling 
persons  and  any  underwriter  in  its  employ  which 
preclude  reliance  upon  regulation  A.  Current  rule 
2S2(c),  (d)  and  (e)  (17  CFR  230.252(c),  (d)  and  (e)). 
The  ^minisaion  may,  in  appropriate  circumstances, 
waive  such  disqualifications  upon  a  showing  of 
good  cause.  Current  rule  252(g)  (17  CFR  230.252(g]). 

**  Of  the  177  regulation  A  filings  made  with  the 
Commission  in  the  past  three  years,  only  30  were 
made  by  reporting  companies. 

*0  Since  it  is  proposed  that  reporting  companies 
no  Icmger  be  el^ble  to  use  regulation  A.  the 
disqualification  provision  regarding  failure  to  file 
Exchange  Act  reports,  current  rule  252(f)  (17  CFR 
230.252(f)),  would  be  eliminated. 

See  The  Penny  Stock  Reform  Act  of  1990 
(S.647,  Public  Law  109-429).  See  also  proposed 
Exchange  Act  Rule  3a51-l  (17  CFR  240Ja51-l). 
Release  No.  34-29093  (April  17, 1991). 

Current  rule  255  (17  CFR  230.255)  requires  that 
the  offering  statement  be  on  file  with  the 
Commission  for  no  less  than  10  days  prior  to 
commencement  of  any  offering.  No  contact  of  any 
type  is  permitted  with  investors  dining  this  waiting 
period,  unless  the  offering  is  underwritten  by 
broker-dealers  registered  with  the  Conmission,  in 
whkdi  case  a  prehminary  offering  drcidar  procedure 
may  be  used. 

r*  While  the  proposal  would  not  change 
significantly  either  the  notificatioo  of  the  offering 
(part  I)  or  mddbit  (part  ID)  reqidremenls  for  the 
Form  1-A  offering  statement 


companies  to  use  the  question  and 
answer  format  currently  used  by  a 
number  of  the  states  for  registration  of 
small  offerings.  This  format  was 
developed  throng  a  cooperative  effort 
of  the  state  securities  administrators, 
working  through  NASAA,  and  the 
securities  bar,  working  through  the  ABA 
State  Regulation  of  Securities 
Committee.  The  SCOR  form,  as  it  is 
frequently  called,  has  been  endorsed  by 
NASAA  ’*  and  represents  a  balanced 
approach  to  the  capital  raising  process, 
providing  a  registration  form  that  small 
business  can  easily  use  at  a  reduced 
cost  while  still  maintaining  investor 
protection.  Prom  all  reports,  the  form 
has  proved  to  be  user  friendly,’®  with 
one  commentator  describing  it  as  "an 
elegant  solution  to  a  long-standing 
problem."  ’*  Two  alternative  models  are 
permitted  for  non-corporate  issuers  and 
those  preferring  not  to  use  the  question- 
and-answer  format,  responding  to  the 
narrative  disclosure  items  of  Form  SB-1 
or  using  the  existing  disclosure  model  in 
regulation  A. 

The  question-and-answer  format  calls 
for  significant  forward-looking  or  "soft” 
information.  The  Commission  is 
proposing  to  extend  the  (Commission’s 
“safe  harbor”  rules  regarding  such 
statements,  rule  175  under  the  Securities 
Act  and  rule  3b-6  under  the  Exchange 
Act,  to  apply  to  statements  made  in  the 
offering  circular  mandated  to  be 
distributed  pursuant  to  regulation  A. 

The  Commission  requests  conunent  on 
the  appropriateness  of  the  inclusion  of 
regulation  A  filings  within  the  scope  of 
the  safe  harbors  in  view  of  the  non¬ 
reporting  status  of  the  company 
following  the  offering. 

Proposed  Part  F/S  of  Form  1-A  would 
contain  all  of  the  financial  statement 
requirements  for  a  regulation  A  offering. 

The  Fonn  U-7  guideline  was  adopted  by  the 
membership  of  the  North  American  Securities 
Administtatiws  Association,  Inc.  ("NASAA”)  to 
satisfy  the  state  registration  requirement  for  a 
qualifying  public  offering  under  the  existing  terms  of 
rule  504  of  regulation  D.  Twenty-three  states  have 
adopted  or  permit  the  use  of  Form  U-7  for  this 
purpose:  Alaska,  Arisona,  Idaha  Indiana,  ktwa, 
Kansas,  Maine,  Massachusetts,  Mississippi, 
Missouii,  Montana,  Nevada.  New  Jersey.  North 
(Carolina,  North  Dakota.  Oklahoma,  Pennsylvania, 
South  Dakota,  Tennessee,  Texas,  Washington, 
Wisconsin  and  W3roming.  NASAA  reports  that  9 
additional  states  are  expected  to  adopt  the  Form. 
Form  U-7  also  is  referred  to  as  ULOR  (uniform 
limited  offering  registration)  and  SCOR  (small 
corporate  offering  registration). 

»»  "Use  of  the  fifty  question  Form  U-7  has 
resulted  in  lower  costs  for  issuers  and  has  provided 
investors  with  an  offering  document  that  is  dear 
and  easily  understood.”  Harris,  "Introduction  to  the 
Review  of  Developments  in  State  Securities 
Regulation.”  47  Bus.  Law.  271  (1991). 

**  See.  Sargent.  "Blue  Sky  Law:  The  S(X>R 
Solution."  18  Sec.  Reg.  L ).  93  (1990). 
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regardless  of  the  narrative  disclosure 
format  used.  Unaudited  financial 
statements  would  continue  to  be 
permitted,  unless  the  issuer  already  has 
audited  financial  statements  available. 

e.  “Testing  the  waters”.  Under  the 
proposals,  for  the  first  time,  an  issuer 
relying  upon  the  regulation  A  exemption 
would  be  permitted  to  solicit  indications 
of  interest  prior  to  filing  the  mandated 
offering  statement.  Under  this  “test  the 
waters”  provision,  a  regulation  A- 
eligible  issuer  could  use  a  written 
statement  to  gauge  investor 
receptiveness  to  a  possible  offering.  The 
issuer  should  then  be  better  able  to 
determine  whether  to  incur  the  expense 
of  proceeding  with  a  public  offering  of 
its  securities  under  regulation  A  or  to 
follow  some  other  capital-raising  plan. 

The  proposals  generally  do  not 
specify  the  content  of  the  written 
material  that  can  be  used  to  solicit 
indications  of  interest.  However,  while 
issuers  would  be  permitted  to  “free 
WTite"  and  include  whatever  factual 
information  would  be  useful  to  inform 
potential  investors  about  the  company 
and  its  business,  only  factual 
presentation  would  be  permitted. 

An  issuer  could  send  the  solicitation 
material  to  prospective  investors,  or 
publish  it  in  a  newspaper  or  other  print 
media.  Use  of  broadcast  media  for  this 
purpose,  whether  radio  or  television, 
would  not  be  permitted.  Commenters 
should  address  whether  only  one-on-one 
delivery  to  individual  investors,  and  not 
general  advertising  or  publication, 
should  be  permitted. 

The  issuer  is  not  permitted  to  accept 
any  consideration  in  response  to  the 
“test  the  waters”  material,  and  no 
commitments  to  buy,  formal  or 
otherwise,  can  be  made.  The  material  is 
required  to  so  state,  and  to  include  a 
statement  that  an  offering  circular 
containing  financial  statements  and 
other  required  disclosure  will  be 
delivered  to  the  purchaser  prior  to  any 
sale  being  made.  The  issuer  would  be 
permitted  to  include  a  coupon  that 
potential  investors  could  return  to  the 
company  apprising  it  of  their  interest. 

Any  solicitation  of  interest  document 
would  be  required  to  be  filed  with  the 
Commission  on  the  date  it  is  first  used. 
The  issuer  must  provide  the  name  and 
telephone  number  of  a  person  who  can 
respond  to  questions  regarding  the 
document.  The  filing  would  be  made  at 
the  Commission  office  (whether  a 
Regional  Office  or  Headquarters)  where 
the  issuer  intends  to  file  its  regulation  A 
offering  statement.  Comment  is 
requested  on  whether  it  would  be  more 
appropriate  to  require  that  the 
solicitation  document  be  transmitted  to, 
rather  than  filed  with,  the  Commission 


when  first  used.  Comment  is  also 
requested  on  whether  the  solicitation 
document  should  be  filed 
simultaneously  with  the  offering 
circular.  On  the  other  hand,  comment  is 
also  requested  on  whether  it  would  be 
more  appropriate  to  require  that  the 
document  be  filed  with  the  Commission 
for  a  period  of  time — such  as  one  or  two 
business  days — ^before  it  is  used.  Would 
such  a  pre-use  filing  requirement  deter 
public  exempt  ofierings  under  regulation 
A? 

As  proposed,  the  rules  would  permit 
oral  communications  between  the  issuer 
and  prospective  investors,  but  only  after 
a  solicitation  of  interest  document  had 
been  filed  with  the  Commission.  The 
Commission  requests  comment  on 
whether  the  rules  should  be  revised  to 
incorporate  a  simple  notice  filing,  so 
that  an  issuer  could  choose  to  begin  the 
regulation  A  “test  the  waters”  process 
with  oral  commimications.  On  the  other 
hand,  should  oral  communications 
before  the  filing  of  the  required  offering 
statement  be  prohibited?  In  any  case, 
any  oral  communications  will  be  subject 
to  the  antifraud  and  civil  liability 
provisions  of  the  federal  securities  laws. 

After  filing  the  required  ofiering 
statement,  the  issuer  would  no  longer  be 
permitted  to  use  its  written  “test  the 
waters”  solicitation  materials,  under  the 
rules  as  proposed.  Would  it  be 
preferable,  however,  to  permit  such 
post-offering  statement  filing  use,  if  the 
solicitation  of  interest  statement  were 
required  to  be  accompanied  or  preceded 
by  the  offering  circular,  which  will 
contain  the  mandated  financial 
statements  and  other  disclosures  about 
the  issuer  and  the  offering? 

The  proposals  require  that  at  least  20 
calendar  days  elapse  between  last  use 
of  the  solicitation  of  interest  document 
and  any  sale  of  securities  in  the 
regulation  A  offering.  Is  such  a  “cooling 
off’  period  necessary  or  appropriate  to 
guard  against  potential  abuse?  If  so,  is 
20  calendar  days,  as  proposed,  the 
appropriate  length  of  time,  or  should  it 
be  longer  or  shorter,  such  as  30  or  10 
calendar  days? 

In  addition,  the  Commission  more 
generally  requests  comment  on  whether 
the  “test  the  waters”  provision  proposed 
to  be  added  to  regulation  A  will  be 
useful,  and  on  whether  it  provides 
adequate  protection  to  prospective 
investors. 

f.  Procedural  provisions  and  timing  of 
offers  and  sales.  The  procedural  and 
timing  requirements  for  commencement 
of  a  regulation  A  offering  would  be 
revised  to  conform  to  those  used  for 
registered  offerings.  Requirements  as  to 
form,  legibility  and  signatures  for  the 


required  offering  statement  are  specified 
in  the  proposed  regulation. 

The  proposals  would  accelerate  the 
time  when  an  issuer  could  begin  to  offer 
the  securities  to  be  sold  in  a  regulation 
A  offering.  Today,  offers,  like  sales, 
must  be  postponed  until  10  business 
days  after  the  offering  statement  is  filed. 
Under  the  proposals,  oral  and  written 
offers  could  be  made  as  soon  as  the 
offering  statement  is  filed  with  the 
Commission. 

Once  an  offering  statement  is  filed,  a 
written  offer  could  be  made  only 
through  the  use  of  a  preliminary  or  final 
offering  circular, ''*  No  further 
distribution  or  publication  of  the  pre¬ 
filing  indication  of  interest  document 
would  be  permitted.  As  is  the  case 
today,  advertisements  and  radio  and 
television  broadcasts  containing  limited 
information  concerning  the  issuer  and 
the  securities  being  offered  may  be  used, 
so  long  as  they  indicate  from  whom  an 
offering  circular  may  be  obtained.  The 
Commission  requests  specific  comment 
on  the  reliance  on  the  offering  circular 
as  the  principal  selling  document  after 
the  offering  statement  is  filed. 

Sales  may  not  be  made  under 
regulation  A  until  the  offering  statement 
is  qualified.  Regulation  A  currently 
prohibits  sales  until  10  business  days 
after  the  filing  of  the  offering  statement 
with  the  Commission.’*  In  practice, 
however,  regulation  A  offerings  are 
rarely  commenced  immediately  upon  the 
tenih  business  day  after  filing;  issuers 
prefer  to  have  the  benefit  of  the  staffs 
comments  prior  to  proceeding  with  the 
offering.  In  recognition  of  industry 
practice,  it  is  proposed  that  the  timing  of 
qualification  of  the  offering  statement  be 
conformed  to  that  in  registered 
offerings.®*  Under  this  proposal,  absent 
the  use  of  a  delaying  procedure,®  ‘  an 


A  specific  provision  would  be  added  with 
respect  to  the  confidential  treatment  of  certain 
information  in  the  offering  statement,  which  mirrors 
the  approach  used  for  both  Securities  Act 
registration  statements  and  Exchange  Act  filings. 
Compare  proposed  rule  252(c)  (17  CFR  230.252(c)) 
with  Securities  Act  rule  406  (17  CFR  230.406)  and 
Exchange  Act  rule  24b-2  (17  CFR  240.24b-2). 

‘'s  See  proposed  rule  255  (17  CFR  230.255). 

See  current  rule  255  (17  CFR  230.255). 

■0  Technical  requirements  relating  to  the 
procedure  which  will  be  followed  in  the  case  of  a 
withdrawal  or  the  abandonment  of  a  regulation  A 
offering  statement  would  be  specified  and  generally 
adopt  the  same  approach  and  procedures  which  are 
used  with  respect  to  registration  statements  filed 
under  the  Securities  Act.  See  rules  477  and  479  (17 
CFR  230.477  and  479)  under  the  Securities  Act. 

This  delaying  procedure  would  operate  in  the 
same  manner  as  die  delaying  amendment  procedure 
for  registered  oderings.  See  section  B(a)  of  the 
Securities  Act  (15  U.S.C.  77h(a))  and  rule  473  under 
the  Securities  Act  (17  CFR  230.473). 
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offering  statement  would  be  deemed 
qualified  20  calendar  days  after  being 
first  filed  with  the  Commission.*® 

Delivery  of  a  preliminary  or  final 
offering  circular  at  least  48  hours  prior 
to  the  conHrmation  of  sale  would 
continue  to  be  required.  Offering 
circulars  would  continue  to  be  subject  to 
annual  updating  during  the  term  of  a 
continuous  offering,**  as  well  as 
revision  whenever  the  information 
presented  becomes  false  and 
misleading,  material  developments  have 
occurred,  or  there  has  been  a 
fundamental  change  in  the  information 
initially  presented.** 

Under  the  proposed  procedures, 
periodic  information  regarding  the 
course  of  the  distribution,  as  well  as 
information  about  the  application  of  the 
proceeds  from  the  offering,  would 
continue  to  be  filed  with  Uie 
Commission.  Form  2-A,  the  form  now 
used  for  that  purpose,  would  be 
substantially  revised  to  parallel  the  data 
sought  in  connection  with  registered 
offerings.**  Comment  is  requested  as  to 
whether  these  filings  are  needed  or 
should  be  discontinued. 

Regulation  A  provides  specihc  bases 
upon  which  the  Commission  may 
suspend  any  regulation  A  offering.  It  is 
not  proposed  that  those  provisions  or 
the  procedures  for  such  suspension  be 
revised.*® 

g.  Substantial  and  good  faith 
compliance.  The  Commission  proposes 
to  add  a  rule  protecting  those  who 
substantially  and  in  good  faith  comply 
with  the  terms,  conditions  and 


**  Interim  amendments  to  the  offering  statement 
would  restart  the  20  calendar  day  period. 

The  Commission  is  proposing  to  revise  rule  263 
{17  CFR  230.263),  the  exemption’s  current  provision 
regarding  continuous  offerings.  See  proposed  rule 
251(d)(3)  (17  CFR  230.2Sl(d)(3)).  Under  the  revised 
provision,  those  continuous  or  delayed  offerings 
permitted  by  rule  415  could  be  made  under 
regulation  A. 

*■*  See  proposed  rule  253(e)(1)  (17  CFR 
230.253(e)(2)). 

See  rule  463  (17  CFR  230.483)  and  Form  SR  (17 
CFR  239.81).  Several  of  the  post-commencemcnt 
provisions  in  regulation  A.  such  as  the  filing  of 
additional  sales  materials  used  and  the  Filing  of 
Form  2-A.  have  caused  concern  that  failure  of 
compliance  with  these  rules  alone  would  cause  the 
loss  of  the  regulation  A  exemption.  These  rules 
would  be  amended  to  clearly  show  that  such  failure 
of  compliance  would  not  necessarily  cause  the 
exemption  to  be  lost  (see  section  II.B.2.g..  infra]-, 
however  such  failures  would  continue  to  be  grounds 
for  suspending  the  exemption. 

••  Current  rule  261  (17  CFR  230.261)  permits  a 
temporary  suspension,  which  after  notice  and 
opportunity  to  be  heard  may  be  made  permanent. 
The  grounds  for  suspension  include  unavailability 
of  the  exemption,  provision  of  false  and  misleading 
information,  violation  of  section  17  of  the  Securities 
Act.  proceedings  which  could  lead  to  application  of 
the  disqualification  provisions  and  failure  to 
cooperate  or  obstructing  a  Commission 
investigation  of  the  offering. 


requirements  of  regulation  A.  Under  this 
proposed  rule,  which  is  patterned  after  a 
similar  provision  in  regulation  D,*®  an 
issuer  would  not  lose  die  exemption 
with  respect  to  a  particular  investor  if 
the  issuer  failed  to  comply  with  a 
requirement  under  regulation  A, 
provided  that  the  failure  did  not  pertain 
to  a  provision  of  the  rule  directly 
intended  to  protect  that  person.  The 
failure  would  violate  a  Commission  rule. 
Thus,  for  example,  failure  to  deliver  the 
mandated  offering  circular  to  a  single 
investor,  would  preclude  reliance  on  the 
exemption  for  that  particular  sale,  but 
would  not.  in  and  of  itself,  preclude 
reliance  on  the  exemption  for  other 
offers  and  sales  made  in  compliance 
with  the  regulation. 

As  proposed,  the  exemption  would 
continue  to  be  available  if  the  issuer 
could  show  that  the  requirement  was 
not  intended  to  protect  the  particular 
investor,  the  violation  was  not  material 
to  the  offering  as  a  whole  and  the  issuer 
had  made  a  good  faith  attempt  to 
comply  with  all  of  the  requirements  of 
regulation  A.  The  rule  would  specify 
that  the  issuer  qualification,  as  well  as 
the  requirements  to  Hie  an  offering 
statement  and  to  stay  within  specified 
dollar  limitations,  are  always  material 
to  the  offering  as  a  whole.  Should  the 
filing  of  the  solicitation  of  indications  of 
interest  document  be  included  as 
always  material  to  the  offering  as  a 
whole?  If  so,  should  the  timing  of  that 
filing  also  be  material  to  the  offering  as 
a  whole?  Similarly,  should  other 
requirements  be  included  as  always 
material? 

C.  Rule  504 

The  Commission  is  proposing  to 
eliminate  the  current  restrictions  on  the 
rule  504  exemption.  As  proposed, 
general  solicitations  would  be  permitted 
for  all  rule  504  offerings.  Under  this 
proposal,  a  public  offering  of  up  to  $1 
million  in  a  12-monlh  period  by  a  non- 
Exchange  Act  reporting  company  ** 
would  be  subject  only  to  the  anti-fraud 
and  other  civil  liability  provisions  of  the 
federal  securities  laws.  Further, 
securities  sold  under  this  provision 
would  be  available  for  immediate  resale 
by  non-afflliates  of  the  Issuer.  The  filing 
of  a  Form  D  with  the  Commission  would 
continue  to  be  required,  but  the 
availability  of  the  exemption  would 
continue  to  be  not  contingent  on  that 
filing.** 


See  rule  500  (17  CFR  230.5G8). 

**  Rule  504  is  not  available  to  investment 
companies. 

**  See  Securities  Act  rules  504(b)(1).  S05(a)(l)  and 
506(a)(1)  (17  CFR  230.504(b)(1).  50S(a)(l),  and 
506(a)(1)). 


In  light  of  the  proposed  revisions  to 
rule  504,  it  appears  that  the  special 
$100,000  exemption  under  regulation 
A,*®  which  permits  offerings  of  that  size 
to  be  made  without  the  use  of  an 
offering  circular  **  would  no  longer  be 
useful  and  thus  would  be  eliminated. 

The  Commission  requests  comment  as 
to  whether  the  $100,000  exemption 
would  continue  to  have  some  utility  and 
thus  should  be  retained. 

D.  Proposed  System  of  Integrated 
Registration  and  Reporting  for  Small 
Business  Issuers 

1.  Introduction 

The  Commission  today  is  proposing  a 
comprehensive  registration,  reporting 
and  qualiHcation  system  for  “small 
business  issuers”  under  the  Securities 
Act,  Exchange  Act  and  Trust  Indenture 
Act.  Based  upon  the  Commission's 
successful  experience  with  the 
simplified  disclosure  requirements  of 
Form  S-18,  that  form  would  be  re¬ 
designated  Form  SB-1  and  made 
available  as  the  registration  form  upon 
which  small  business  issuers  may  offer 
an  unlimited  amount  of  securities.  The 
simplified  disclosure  requirements  of 
Form  SB-1  would  be  placed  in  proposed 
Regulation  S-B  and  would  serve  as  the 
disclosure  requirements  for  small 
business  issuers  throughout  the 
registration  and  reporting  system.  In 
addition,  the  Commission  is  proposing 
rules  that  would  permit  offerings  of  debt 
securities  up  to  $10  million  without  full 
compliance  with  the  Trust  Indenture 
Act. 

2.  Definition  of  “Small  Business  Issuer” 

The  Commission  proposes  to  define 
“small  business  issuer”  based  upon  an 
issuer's  revenues  and  the  eligibility 
criteria  for  current  Form  S-18. 
Accordingly,  a  “small  business  issuer” 
would  be  an  entity:  (1)  With  revenues  of 
less  than  $15,000,000  for  its  most  recent 
fiscal  year,  (2)  which  is  not  a  foreign 
private  issuer  or  foreign  government;  (3) 
which  is  not  an  investment  company; 
and  (4)  which  is  not  a  majority-owned 
subsidiary  of  a  non-  “small  business 
issuer.” 

Comment  is  requested  with  regard  to 
this  proposed  definition  of  “small 
business  issuer.”  Is  a  revenue  standard 


•®  In  the  past  three  years,  only  6  of  the  177 
regulation  A  filings  made  with  the  Commission 
were  pursuant  to  the  terms  of  rule  257. 

*'  Current  rule  257  is  not  available  for  issues  of 
assessable  stock  or  by  those  within  the  desciiplions 
of  rule  253(a).  i.e..  an  entity  incorporated  or 
organized  within  one  year  prior  to  Filing  without  a 
net  income  from  operations,  or  if  a  longer  existence 
but  no  net  income  from  operations  in  at  least  one  of 
the  prior  two  fiscal  years. 
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appropriate  and,  if  so,  should  the  dollar 
level  be  placed  at  a  higher  level,  such  as 
$20-25  million,  or  a  lower  level,  such  as 
$5-10  million? 

Comment  is  requested  as  to  whether 
another  measure,  such  as  assets  or 
market  capitalization,  should  be  used  to 
define  “small  business  issuers.*’ 
Comment  is  also  requested  as  to 
whether  a  test  based  on  assets  would 
discriminate  against  capital  intensive 
companies. 

Commenters  favoring  an  asset  or 
market  capitalization  test  should 
indicate  what  dollar  level,  such  as  $5 
million,  $10  million,  $15  million,  $20 
million,  or  $25  million,  would  be 
appropriate.  Commenters  should 
consider  the  following  table,  which 
provides  information  with  regard  to  the 
revenues,  assets  and  market 
capitalization  of  Exchange  Act  reporting 
companies:  •• 


Public  CompanlM— Classified  by  Marfcst 


Capttallzation 

3,003  (38%) 

4,393  (55%) 

Less  than  $20  million . . 

4,756  (60%) 

5,017  (63%) 

Public  Companiss— aassmsd  by  Assets 


Assets 

No. 

(percentage)  of 
public 
companies 

Less  than  $5  miilion . 

2,325  (25%) 

Less  than  S10  million . 

2,961  (32%) 

Less  than  $15  miilion . 

Less  than  $20  million . 

3!326  (36%) 
3,612  (39%) 

Less  than  $25  million . 

3,769  (41  %) 

Public  Companies  Classified  by  Revenues 

Revenues 

No. 

(percentage)  o( 
public 
companies 

Less  than  $5  million .  1 ,845  (22%) 

Less  than  $10  million .  2,494  (29%) 

Less  than  $15  mHlion .  2,937  (35%) 

Less  than  $20  miliion . .  3,287  (39%) 

Less  than  $25  million .  3.562  (42%) 


3.  Registration  Requirements  of  the 
Securities  Act 

The  Commission  has  over  ten  years  of 
experience  with  the  simplified 
disclosure  requirements  of  Form  S-18.®* 

**  Data  is  provided  for  those  companies  for  which 
it  was  readily  available — market  capitalization, 
7.950:  assets.  9.157;  and  revenues.  8,456. 

**  See  Release  No.  33-0049  (April  3. 1979).  Form 
S-18  does  not  require  disclosure  of  the  following 


Since  its  adoption  in  1979  on  an 
experimental  basis,**  small  issuers  have 
registered  more  than  $25  billion  of 
securities  on  more  than  6,000  Form  S-18 
registration  statements.  By  replacing 
Form  S-18  with  Form  SB-1,  which  has 
no  size  limitations  on  its  use,  and  further 
simplifying  the  disclosure  requirements, 
the  Commission  intends  to  extend  the 
benefits  of  streamlined  disclosure 
requirements  to  additional  small 
businesses  seeking  to  tap  the  public 
capital  markets. 

a.  Form  SB-1  eligibility  requirements. 
Under  the  proposals.  Form  SB-1  could 
be  used  by  any  “small  business  issuer" 
to  offer  an  unlimited  dollar  amount  of 
securities  for  cash.®*  Form  SB-1  would 
have  no  dollar  limit  for  primary 
offerings.  In  recognition  of  the  fact  that 
resales  of  securities  may  increase  the 
investment  liquidity  for  insiders, 
affiliates,  and  public  stockholders,  and 
thereby  release  funds  for  reinvestment 
in  new  small  businesses,  secondary 
offerings  of  small  business  securities 
similarly  would  be  subject  to  no  dollar 
limit. 

Form  SB-1  would  be  limited  to  small 
business  issuers.  Thus,  a  company  that 
exceeds  the  size  specified  for  a  small 
business  issuer  that  previously  would 
have  been  able  to  use  Form  S-18  for  an 
initial  public  offering  of  up  to  $7.5 
miliion  will  not  be  eligible  to  use  Form 
SB-1. 

Comment  is  requested  regarding  the 
proposed  absence  of  a  dollar  limit. 
Commenters  favoring  the  retention  of  a 
dollar  limit  for  primary  offerings  should 
address  what  dollar  amount,  such  as 
$10-25  million  annually,  would  be 
appropriate.  Comment  also  is  requested 
as  to  whether  Form  SB-1  should  be 

items  that  would  be  required  to  be  disclosed  if  a 
company  were  using  Form  S-1:  (1)  Ratio  of  earnings 
to  fixed  charges;  (2)  foreign  and  domestic  financial 
information  and  export  sales;  (3)  selected  financial 
information;  (4)  supplementary  quarterly  Financial 
information:  and  (5)  management's  discussion  and 
analysis.  In  addition.  Form  S-18  requires  only  2 
years  certified  financial  statements,  while  Form  S-l 
requires  3  years. 

As  Form  S-18  was  an  experimental  form,  the 
Commission  limited  the  issuers  that  were  eligible  to 
use  the  Form  as  well  as  the  amount  of  securities 
that  could  be  registered.  As  adopted.  Form  S-18 
was  not  available  for  limited  partnerships,  mining 
companies,  oil  and  gas  companies.  non-Canadian 
foreign  private  issuers,  investment  companies. 
Exchange  Act  exempt  insurance  companies  and  any 
majority  owned  subsidiary  of  the  foregoing,  and 
was  limited  to  the  registration  of  $5  million  in 
securities  (later  raised  to  $7.5  million).  The 
Commission  nevertheless  undertook  to  monitor 
Form  S-18  and  to  revisit  those  limitations  if  it 
proved  beneficial  to  small  issuers  in  raising  capital 

This  proposal  is  consistent  with  and  responds 
to  the  recommendations  of  small  businesses  to  the 
Commission.  See.  e.g..  Recommendation  of  the  SEC 
Government-Business  Forum  on  Small  Business 
Capital  Formation,  Pinal  Report  p.  4  (1982):  Release 
Na  33-6471  (July  a  1983). 


available  for  all  initial  public  offerings. 
Similarly,  should  secondary  offerings  on 
Form  SB-1  be  restricted  and,  if  so, 
should  the  dollar  amount  be  different 
from  any  limitation  applicable  to  a 
primary  offering? 

Canadian  issuers  would  not  be 
eligible  to  use  proposed  Form  SB-1.®® 
Given  the  significant  steps  taken  by  the 
Commission  to  facilitate  offerings  in  the 
United  States  by  all  foreign  private 
issuers,  and  particularly  Canadian 
issuers,  since  the  adoption  of  Form  S- 
18,®’  the  availability  of  proposed  Form 
SB-1  appears  unnecessary. 

Issuers  making  initial  public  offerings 
on  Form  SB-1  would  have  the  option  of 
filing  the  registration  statement  with  the 
Commission's  regional  office  or  at  the 
Commission's  headquarters  in 
Washington,  DC.®®  All  subsequent 
filings  by  small  business  issuers  would 
be  made  at  the  Commission's 
headquarters.  ' 

4.  Registration  and  Reporting  under  the 
Exchange  Act 

a.  Background  of  proposals.  Building 
on  Form  SB-1,  the  Commission  proposes 
to  fully  integrate  the  disclosures 
required  of  small  business  issuers  under 
the  Securities  Act  and  Exchange  Act. 

The  disclosure  requirements  of  Form 
SB-1,  based  on  Form  S-18,  are  proposed 
to  be  incorporated  into  the  Exchange 
Act  disclosure  requirements  applicable 
to  these  small  business  issuers. 

A  new  series  of  forms  for  registration 
and  periodic  reporting  by  small  business 
issuers  is  proposed,®*  as  well  as 
amendment  of  the  annual  report  and 
proxy  requirements  of  Exchange  Act 
companies.  The  proposed  series  of 
forms  and  amendments  to  existing 
Exchange  Act  forms  and  rules 
(collectively  the  “SB  series")  will 
integrate  the  Securities  Act  and  the 
Exchange  Act  disclosure  requirements 
for  small  business  issuers. 

As  proposed,  the  disclosure 
requirements  of  the  SB  series  of  forms 

**  Canadian  issuers  are  currenlly  eligible  to  use 
Form  S-18  See  Instruction  l.A.(l)  to  Form  S-18. 

•’  For  example,  the  adoption  of  the 
Multijurisdictional  Disclosure  System,  Form  F-l, 
Form  20-F  and  Form  40-F. 

••  Post-effective  amendments  to  initial  public 
offerings  on  Form  S-B  would  be  filed  in  the 
Commission  office  which  accepted  the  initial 
registration  statement. 

••  The  Commission  is  proposing  Form  10-SB  as 
an  Exchange  Act  registration  statement  form  for 
small  business  issuers.  It  also  is  proposing  Form  10- 
KSB  as  an  annual  report  form  and  Form  10-QSB  as 
a  quarterly  report  form  for  small  business  issuers. 
An  instruction  to  Item  7  of  Form  8-K.  relating  to 
small  business  acquisitions,  is  also  proposed. 

“*0  The  Commission  is  proposing  the  inclusion  of 
“small  business  issuer"  instructions  to  Schedules 
14A  end  14G  as  well  as  rule  14a-3. 
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would  consist  of  references  to  proposed 
regulation  S-B,  which  tracks  in  simple 
and  understandable  language  the 
requirements  of  Form  S-18  and 
regulation  S-K.  While  the  proposed 
forms  would  be  available  only  to  small 
business  issuers,  the  use  of  those  forms 
would  be  optional  for  those  companies. 

b.  Financial  information  required  by 
regulation  S-B.  Consistent  with  current 
Form  S-18,  the  Hnancial  statement 
requirements  of  regulation  S-B  would  be 
based  solely  on  GAAP  for  the 
determination  of  form  and  content  to  be 
provided.  Regulation  S-B  will  not 
require  conformity  with  Commission 
regulation  S-X,  which  governs  the  form 
and  content  of  financial  statements, 
except  for  the  requirements  relating  to 
the  qualification  of  accountants  and 
audit  reports  and  certain  requirements 
related  to  oil  and  gas  operations.*®^ 

The  periods  for  which  audited  fiscal 
year  financial  statements  are  proposed 
to  be  required  are  consistent  with  the 
current  requirements  of  Form  S-18. 

Thus,  an  audited  balance  sheet  for  the 
latest  fiscal  year  and  audited  statements 
of  income,  cash  flows  and  changes  in 
stockholders'  equity  for  each  of  the 
latest  two  Hscal  years  would  be 
required. 

Where  interim  Hnancial  statements 
would  be  required,  the  periods  for  which 
such  statements  would  be  necessary 
would  track  the  current  requirements  of 
Form  IQ-Q — a  balance  sheet  as  of  the 
end  of  the  latest  fiscal  quarter, 
statements  of  income  and  cash  flows  for 
the  interim  period  since  the  end  of  the 
latest  fiscal  year  as  well  as  the 
comparable  period  of  the  preceding 
fiscal  year,  and  statements  of  income  for 
the  latest  interim  quarter  and  the 
comparable  period  of  the  preceding 
fiscal  year. 

The  Hnancial  statement  requirements 
of  regulation  S-B  will  include 
requirements  applicable  to: 

(1)  Historical  and  pro  forma  Hnancial 
statements  for  significant  acquired 
businesses  including  real  estate 
operations; 


Rule  4-10  of  regulation  S-X  (17  CFR  210.4-10) 
sets  forth  the  Commission's  "full  cost  ceiling” 
requirement  which  limits  the  capitalized  carrying 
cost  of  oil  and  gas  properties.  Rule  4-10(j)  requires 
application  of  the  deferred  method  of  income  tax 
accounting  and  rule  4-10(k)  requires  extensive 
disclosures.  Accounting  standards  issued  by  FASB 
permit  the  liability  method  of  income  tax  accounting 
and  require  disclosures,  which  are  substantially  the 
same  as  those  in  410-{k).  The  Commission  has 
proposed  amendments  to  rule  4-10.  which  would 
conform  the  rule  to  the  recently  issued  tax 
accounting  standards  and  would  eliminate 
duplicative  requirements.  Pending  final  rule 
adoption,  registrants  are  permitted  to  apply  rule  4- 
10  in  a  manner  which  conforms  with  promulgated 
accounting  standards. 


(2)  The  maximum  age  of  financial 
statements  at  the  expected  effective 
date;  and 

(3)  Limited  partnerships. 

c.  Narrative  disclosure  in  SB  series  of 
forms.  The  proposed  narrative 
disclosure  requirements  for  small 
business  issuers  in  regulation  S-B  will 
be  applicable  to  all  registration  and 
reporting  obligations  of  small  business 
issuers.  The  simplified  format  of 
regulation  S-B  is  intended  to  present  the 
disclosure  requirements  in  a  “plain 
English"  format.  More  easily 
understandable  disclosure  requirements 
should  reduce  the  costs  of  compliance 
with  those  requirements. 

The  disclosure  requirements  in 
regulation  S-B  are  based  on  regulation 
S-K.  However,  where  such  requirements 
were  simpliHed  or  not  required  by  Form 
S-18,  proposed  regulation  S-B  tracks 
Form  S-18.  For  example,  like  Form  S-18, 
proposed  regulation  S-B  does  not 
require  a  disclosure  equivalent  to  Item 
301  (selected  Hnancial  data]  or  Item  302 
(supplementary  Hnancial  information]  of 
regulation  S-K.‘°®  The  exhibits  which 
are  not  applicable  to  small  business 
issuers  have  been  deleted  from 
regulation  S-B.*°*  Executive 
compensation  disclosure  is  based  upon 
Form  S-18,*°®  rather  than  Item  402  of 
regulation  S-K.*°*  The  description  of 
business,  including  the  industry  segment 
disclosure  standard,  is  derived  from 
Form  S-18,  rather  than  Item  101  of 
regulation  S-K.  Finally,  the  Hnancial 
statement  requirements  for  “small 
business  issuers"  are  contained  in 
proposed  Item  310  of  regulation  S-B.*°* 

Of  particular  note,  for  both 
registration  statements  on  proposed 
Form  SB-1  and  in  regulation  S^B,  is 
proposed  Item  303.  Currently,  Form  S- 
18,  anticipating  its  use  principally  by 
startup  and  developing  companies, 
requires  business  plan  disclosure  and 
does  not  include  the  Management’s 
Discussion  and  Analysis  required 
ciurently  of  all  issuers  reporting  under 
the  Exchange  Act.  Proposed  regulation 


A  financial  statement  requirement  in  current 
Form  S-IB,  which  relates  to  accounting  for 
internally  developed  software  costs,  is  not  being 
carried  forward  since  it  has  been  superseded  by 
promulgated  accounting  standards  which  address 
that  issue.  The  Commission  proposes  to  delete  the 
obsolete  item. 

17  CFR  229.301  and  229.302. 

The  proposal  would  delete  the  exhibits 
required  by  Item  eoi(b)  (0),  (12),  (20)  and  (23)  of 
relation  S-K  (17  CFR  229.601(b)  (6).  (12),  (20)  and 
(23)). 

>»*  See  Items  18  and  20  of  Form  S-18. 

>0*  17  CFR  229.402.  The  Commission  expects  to 
publish  proposed  changes  to  the  executive 
compensation  disclosure  requirements  as  part  of  a 
..cparate  rulemaking  initiative. 

17  CFR  228.310. 


S-B  would  require  business  plan 
disclosure  comparable  to  that  in  Form 
S-18  for  small  business  issuers  that  have 
not  had  operating  revenues  in  each  of 
their  last  three  Hscal  years;  where  such 
operating  revenues  exist,  however, 
MD&A  disclosure  requirements  will 
apply  in  place  of  the  business  plan 
disclosures.  This  would  be  the  case  for 
both  Securities  Act  registration  on  Form 
SB-1  and  Exchange  Act  reporting 
purposes. 

The  Commission  staff  applies  the 
disclosure  requirements  of  Item  17A  of 
Form  S-18  to  all  Securities  Act  and 
Exchange  Act  filings  of  mining 
companies.  As  this  disclosure 
requirement  applies  generally,  it  is 
proposed  that  the  mining  disclosure 
requirements  be  placed  in  new  Industry 
Guide  7,*®®  rather  than  regulation  S-B. 

With  respect  to  issuers  primarily 
involved  in  real  estate.  Form  SB-1 
would  include  a  cross-reference  to  the 
disclosure  required  by  Item  13 
(Investment  Policies  of  Registrant],  Item 

14  (Description  of  Real  Estate]  and  Item 

15  (Operating  Data]  of  Form  ^11.*®“ 
This  cross-reference  is  necessary  in  light 
of  the  specialized  disclosure 
requirements  for  real  estate  companies. 
Comment  is  requested  as  to  the 
appropriateness  of  this  cross-reference. 

Comment  is  requested  as  to  the 
appropriateness  of  proposed  regulation 
S-B.  Commenters  should  address 
whether  each  of  the  distinctions 
between  Form  S-18  and  regulation  S-K 
disclosures  should  be  carried  forward  in 
regulation  S-B. 

d.  Operation  of  SB  reporting  system. 
As  proposed,  the  Exchange  Act  SB 
series  of  forms  would  be  optional  for 
small  business  issuers.  The  election  to 
use  the  SB  series  of  forms  would  be 
made  in  the  annual  report  Hied  by  the 
issuer.**®  If  an  issuer  selected  the  SB 
disclosure  format,  it  would  use  the  SB 
forms  until  its  next  annual  report  under 
section  13(a]. 

At  the  time  an  issuer  that  was  using 
the  SB  format  Hied  its  next  annual 
report,  it  would  be  faced  with  three 
possibilities.  First,  the  issuer  might  no 
longer  fall  within  the  deHnition  of  small 
business  issuer.  In  this  instance,  the 
annual  report  would  be  Hied  on  Form 
lO-K  and  the  issuer  would  be  required 
to  use  the  traditional  disclosure  format 
throughout  that  Hscal  year. 


>®*  See  proposed  Items  801(g)  and  802(g)  of 
regulation  S-K  (17  CFR  229.801(g)  and  802(g)). 

17  CFR  239.18. 

It  is  proposed  that  the  cover  page  of  Form  10- 
KSB  require  disclosure  of  the  issuer's  revenues  for 
its  most  recent  Bsca!  year.  This  disclosure  would 
provide  the  basis  for  determining  an  issuer's 
eligibility  for  the  SB  series  of  forms. 
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Second,  a  company  might  continue  to 
be  a  small  business  issuer  but  elect  to 
use  the  traditional  disclosure  format  for 
its  Exchange  Act  periodic  reports.  The 
issuer  would  evidence  this  election  by 
filing  its  annual  report  on  Form  10-K 
and  would  then  be  subject  to  the 
traditional  disclosure  format  until  its 
next  annual  report. 

Third,  a  company  might  continue  to  be 
a  small  business  issuer  and  elect  to 
continue  to  use  the  SB  disclosure  format 
This  election  would  be  evidenced  by 
filing  a  Form  10-KSB. 

Comment  is  requested  regarding  the 
procedure  by  which  small  business 
issuers  may  enter  and  exit  the  SB 
Exchange  Act  reporting  system. 

e.  Use  of  forms  S-2,  S-3,  S-4  and  S-8 
by  small  business  issuers.  The 
Commission  is  proposing  amendments 
to  the  disclosure  requirements  of  Forms 
S-2,  S-3  and  S-8  to  enable  small 
business  issuers  to  take  advantage  of 
these  disclosure  formats.  Under  the 
proposed  amendments,  “small  business 
issuers”  would  be  permitted  to  register 
securities  on  Forms  S-2,  S-3  and  S-8  if 
they  otherwise  met  the  requirements  for 
use  of  those  forms.  Accordingly, 
small  business  issuers  would  use  their 
simplified  Exchange  Act  reports  to 
satisfy  the  eligibility  requirements  of 
Forms  S-2  and  S-3  relating  to  Exchange 
Act  reporting  by  the  issuer.”*  The 
narrative  and  Hnancial  disclosure 
requirements  of  Forms  S-2.  S-3  and  S-8 
would  be  satisHed  through  disclosure 
complying  with  regulation  S-B. 

Business  combination  transactions  are 
not  uncommon  in  the  growth  of  small 
businesses.  As  proposed.  Form  S-4,  the 
Securities  Act  registration  form  for 
business  combinations,  would  be 
amended  to  permit  its  use  by  small 
business  issuers  through  satisfaction  of 
the  regulation  S-B  requirements.  The 


'  ‘  ‘  The  proposed  inclusion  of  a  “small  business 
issuer"  disclosure  item  in  Form  S-3  is  intended  to 
recognize  the  potential  use  of  that  Form  by  “small 
business  issuers"  for  offerings  which  do  not  require 
the  non-affiliate  public  float  specified  in  General 
Instruction  B.l.  to  Form  S-3. 

“*  All  other  eligibility  requirements  for  the  use 
Form  S-2  and  Form  S-3  are  not  proposed  to  be 
revised. 

“*  As  proposed.  Form  SB-1  would  be  available 
only  in  "for  cash"  offerings  of  securities. 
Accordingly,  "small  business  issuers"  wishing  to 
enter  business  combination  transactions  which 
involve  the  offer  and  sale  of  securities  would 
continue  to  be  required  to  register  those 
transactions  on  Form  S-4  or  Form  S-1.  Small 
business  issuers  engaged  in  roll-up  transacticms  on 
Form  S-4  would  also  furnish  the  disclosure  required 
by  Item  901  et  seq.  of  regulation  8-K.  See,  Securities 
Act  Release  No.  33-0922.  n.lS  (October  30. 1991). 
Furthermore,  small  busittess  issuers  using  Form  S-1 
would  be  subject  to  the  disclosure  requirements  of 
Regulation  S-K. 


proposed  disclosure  provisions  of  Form 
S-4  would  be  available  to  Form  S-2 
eligible  small  business  issuers  which  are 
registering  securities  or  are  being 
acquired  in  the  business  combination 
transaction. 

f.  Form  8-K  revisions.  To  complete  the 
“SB”  series  of  forms,  the  instructions  to 
Item  7  of  Form  8-K.  which  includes  a 
requirement  to  file  historical  and  pro 
forma  financial  statements  for 
significant  business  acquisitions,  would 
be  amended.  Item  7  refers  to  Regulation 
S-X  for  the  determination  of  the  periods 
for  which  the  financial  statements  are 
required.  A  parallel  instruction  is 
included  in  Form  SB-1  but  the  criteria 
for  significance  and  the  periods  for 
which  financial  statements  are  required 
differs  from  regulation  S-X.  The 
proposed  amendments  would 
incorporate  an  instruction  in  Form  8-K 
cross  referencing  financial  statement 
requirements  in  regulation  S-B  which 
tracks  the  standard  of  significance 
which  is  found  in  Form  SB-1,  and 
derived  from  Form  S-18. 

E.  Amendments  to  Rules  Under  Trust 
Indenture  Act. 

Under  the  current  Trust  Indenture  Act 
rules,  issuers  may  offer  annually  up  to 
$2  million  worth  of  debt  securities 
without  an  indenture.  Issuers  offering 
between  $2  million  and  $5  million  of 
debt  securities  in  a  36-month  period  are 
required  to  issue  such  securities 
pursuant  to  an  indenture,  but  that 
indenture  need  not  be  qualified  under 
the  Act.  The  indenture  qualification 
provisions  of  the  Act  must  be  satisfied 
for  offerings  of  more  than  $5  million  of 
debt  securities.  This  graduated 
application  of  the  Act  recognizes  the 
relatively  greater  Trust  Indenture  Act 
compliance  costs  associated  with 
offering  smaller  amounts  of  debt 
securities,  particularly  the  cost  of 
retaining  an  independent  trustee  through 
the  maturity  of  the  debt  securities. 

The  Commission  is  proposing  to 
amend  the  rules  under  the  Trust 
Indenture  Act  to  parallel  its  proposed 
limited  offering  exemptive  scheme. 
Under  the  Securities  Act  exemptive 
proposals  issued  today,  an  issuer  would 
be  entitled  to  raise  $5  million  in  a 
regulation  A  offering,  as  well  as  an 
additional  $5  million  under  rules  504  and 
505. 

Rule  4a-l  under  the  Trust  Indenture 
Act  is  proposed  to  be  amended  to 
increase  to  $5  million  the  aggregate 
principal  amount  of  securities  that  could 
be  issued  without  an  indenture."*  This 


‘  Se«  rule  4e-l  (17  CFR  260.4a-l)  promulsated 
under  section  304(a)(6)  of  the  Trust  indenture  Act 
Section  304(a)(B)  exempts  from  the  provisions  of  the 


proposal  thus  would  permit,  for 
example,  the  issuance  of  up  to  $5  million 
in  securities  pursuant  to  rules  504  and 
505. 

Using  its  authority  under  section 
304(d)  of  the  Trust  Indenture  Act,  the 
Commission  is  proposing  new  rule  4a-2 
that  would  exempt  from  compliance 
with  the  Trust  Indenture  Act  any 
offering  of  debt  securities  exempt  from 
registration  pursuant  to  regulation  A."® 
In  this  regard,  the  Commission  is 
proposing  the  exemption  from  the  Trust 
Indenture  Act  in  order  to  facilitate  the 
operation  of  the  revised  scheme  for  the 
offering  of  securities  under  regulation  A. 
Application  of  the  Trust  Indenture  Act 
could  unnecessarily  complicate  the 
offering  of  securities  under  regulation  A 
and  would  place  an  unneeded  burden  on 
small  issuers  attempting  to  take 
advantage  of  the  revised  regulation.  In 
addition,  the  Commission  reviews  the 
offering  statements  used  in  connection 
with  the  issuance  of  securities  under 
regulation  A.  Investor  protection  does 
not  call  for  compliance  with  the 
requirements  of  the  Trust  Indenture  Act 
in  these  limited  offerings. 

Finally,  current  rule  4a-2  under  the 
Trust  Indenture  Act  is  proposed  to  be 
redesignated  as  rule  4a-3  and  amended 
to  increase  to  $10  million  the  aggregate 
principal  amount  of  debt  securities  that 
may  be  issued  under  an  indenture  which 
need  not  be  qualified."®  Issuers  making 


Trust  Indenture  Act  any  security  issued  otherwise 
than  under  an  indenture.  This  exemption  is  limited 
within  a  twelve  month  period  to  the  amount  of 
securities  stated  in  section  3(b)  of  the  Securities 
Act,  or  such  lesser  amount  as  the  Commission  shall 
establish  by  rule.  Section  3(b)  of  the  Securities  Act. 
as  noted  previously  in  this  release,  states  that  its 
provisions  shall  apply  to  the  offering  of  securities  of 
no  more  than  $5,000,000.  Rule  4a-l  currently  limits 
the  section  304(a)(8)  exemption  to  $2,000,000. 

‘  *®  Section  304(d)  of  the  Trust  Indenture  Act 
permits  the  Commission  to  adopt  rules  to  exempt 
securities  or  transactions  from  the  provisions  of  the 
Act  to  the  extent  that  "such  exemption  is  necessary 
or  appropriate  in  the  public  interest  and  consistent 
with  the  protection  of  investors  •  •  * 

*  *•  See  Rule  4a-2  (17  CFR  260.4a-2)  promulgated 
under  section  304(a)(9)  of  the  Trust  Indenture  Act 
The  rights  of  the  holders  of  the  securities  issued 
would  be  evidenced  by  the  instrument  sold  to  the 
holder  and  contract  (indenture)  under  which  that 
instrument  was  issued.  Where  debt  securities  are 
proposed  to  be  issued  without  qualification  of  an 
indenture  in  reliance  upon  section  304(a)(9)  of  the 
Trust  Indenture  Act  the  staff  of  the  Division  of 
Corporation  Finance  takes  the  following  interpretive 
position:  “Among  the  provisions  which  we  believe 
should  be  included  in  the  Indenture  are  the  usual 
covenants,  events  of  default  and  the  procedures  by 
which  the  collective  rights  of  security  holders  may 
be  enforced.  Although  it  is  possible  that  a  provision 
for  the  enforcement  of  collective  rights  mi^t  be 
effected  without  providing  an  indenture  trustee,  as  a 
practical  matter  such  collective  rights  are  best 
enforced  by  a  trustee  who  is  accorded  specific 
powers  for  this  purpose.  Such  trustee  need  not  meet 
the  qualification  and  conflict  requirements  of 
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a  registered  offering  of  debt  securities 
that  will  be  issued  under  such  an 
indenture  should  file  the  indenture  as  an 
exhibit  to  the  Securities  Act  registration 
statement.**'^ 

Comment  is  requested  as  to  whether 
the  proposed  exemptions  from 
compliance  with  the  Trust  Indenture  Act 
should  extend  to  all  issuers  of  debt 
securities  or  should  be  limited  to  “small 
business  issuers.”  Comment  also  is 
requested  as  to  whether,  instead  of 
increasing  the  current  exemptive  dollar 
limits  to  those  set  by  the  statute,  the 
current  limits  should  be  retained,  or 
lesser  dollar  limits  should  be  set.  Will 
the  proposed  increase  for  debt  securities 
issued  under  an  unqualified  indenture 
from  $5  million  to  $10  million  be  helpful 
to  issuers?  Should  the  Commission 
require  that  such  an  indenture  meet 
minimal  standards?  For  example,  should 
the  Commission  formalize  the 
requirement  that  an  indenture  meet 
certain  requirements  under  the  Act.  such 
as  provisions  for  enforcement  of 
collective  rights  of  security  holders, 
events  of  default  and  an  independent 
trustee  for  the  benefit  of  security 
holders?  On  the  other  hand,  given  the 
newly  self-executing  nature  of  the  Trust 
Indenture  Act,^^*  is  it  unduly 
burdensome  to  require  qualification  of 
the  indenture? 

F.  General  Request  for  Comment 

Any  interested  person  wishing  to 
submit  written  comments  on  the 
proposed  rules  and  forms  amendments 
or  suggest  additional  changes  or 
comments  on  other  matters  that  might 
have  an  impact  on  the  proposals  set 
forth  in  this  release  are  invited  to  do  so 
by  submitting  them  in  triplicate  to 
Jonathan  G.  Katz,  Secretary,  Securities 
and  Exchange  Commission,  450  Fifth 
Street,  NW.,  Washington,  DC  20549. 
Comment  is  requested  on  the  impact  of 
the  proposals  from  the  point  of  view  of 
the  public,  as  well  as  the  entities  or 
persons  making  Hlings  with  the 
Commission.  Comments  on  this  inquiry 
will  be  considered  by  the  Commission  in 
complying  with  its  responsibilities  under 
section  19(a)  of  the  Securities  Act.”® 

Section  310  of  the  1030  Act”  Division  of 
Corporation  Finance  interpretive  letter  to  Allied- 
Carson  Corporation  (February  12, 107B). 

‘  The  indenture,  which  is  an  “[i)n8trument(] 
tt^ecting  the  rights  of  security  holders,”*is  required 
to  be  filed  as  an  exhibit  to  the  registration  statement 
by  Item  601(b)(4)  of  regulation  S-4(  (17  CFR 
220.e01(b)(4)). 

“*  Under  the  Trust  Indenture  Reform  Act  of  lOOa 
the  duties  previously  imposed  by  contract  now  also 
are  impost  by  statutory  command.  Section  318  of 
the  Trust  Indenture  Act  15  U.S.C  TTsss. 

"•  15  U.S.C.  778(a). 


The  Commission  further  requests 
comment  on  any  competitive  burdens 
that  may  result  from  adoption  of  the 
proposals.  Comments  on  this  inquiry 
will  be  considered  by  the  Commission  in 
complying  with  its  responsibilities  under 
section  23(a]  of  the  Exchange  Act.^®® 
Comment  letters  should  refer  to  File  No. 
S7-4-92.  All  comments  received  will  be 
available  for  public  inspection  ^nd 
copying  in  the  Commission’s  Public 
Reference  Room,  450  Fifth  Street,  NW., 
Washington,  DC  20549. 

G.  Summary  of  Initial  Regulatory 
Flexibility  Analysis 

The  Commission  has  prepared  an 
Initial  Regulatory  Flexibility  Analysis  in 
accordance  with  5  U.S.C.  603  regarding 
the  proposed  revisions. 

The  analysis  notes  that  regulation  A 
is  proposed  to  be  amended,  in  order  to 
aid  small  businesses  in  connection  with 
their  needs  to  raise  capital.  It  would 
accomplish  this  goal  by  making  the 
exemption  more  useful  and 
complementary  to  exemptions  as  well  as 
registration  alternatives  currently 
offered  under  the  Securities  Act. 

Changes  to  the  Trust  Indenture  Act  rules 
would  help  to  carry  out  this  intent. 

The  analysis  also  notes  that  small 
businesses  seeking  to  register  their 
securities  and  become  reporting  issuers 
will  beneHt  from  the  proposed  simplified 
Form  SB-1  and  the  Exchange  Act 
reporting  forms  based  on  regulation  S-B. 

A  copy  of  the  Initial  Regulatory 
Flexibility  Analysis  may  be  obtained 
from  Amy  S.  Bowerman,  Division  of 
Corporation  Finance,  U.S.  Securities  and 
Exchange  Commission,  450  Fifth  Street. 
NW.,  Washington,  DC  20549. 

H.  Cost-Benefit  Analysis 

As  an  aid  in  the  evaluation  of  the 
costs  and  benefits  of  these  proposals, 
the  Commission  requests  the  views  and 
other  supporting  information  from  the 
public.  It  appears  to  the  Commission 
that  the  proposals  if  adopted  would 
work  significant  cost  savings  for  issuers 
without  compromising  investor 
protection. 

III.  Statutory  Basis,  Text  of  Proposals 
and  Authority 

The  amendments  to  the  Commission's 
rules  and  forms  are  being  proposed 
pursuant  to  sections  3(b),  6,  7,  8, 10,  and 
19(a)  of  the  Securities  Act,  sections  12, 
13. 15(d)  and  23(a)  of  the  Exchange  Act. 
and  sections  304(a)(8),  304(a)(9)  and 
304(d)  of  the  Trust  Indenture  Act. 


List  of  Subjects 

17  CFR  Parts  210,  228,  229,  230,  239,  240 
and  249 

Reporting  and  recordkeeping 
requirements.  Securities. 

17  CFR  Parts  260 

Trusts  and  trustees. 

For  the  reasons  set  out  in  the 
preamble,  title  17.  chapter  II  of  the  Code 
of  Federal  Regulations  is  proposed  to  be 
amended  as  follows: 

1.  Part  228  is  added  to  read  as  follows: 

PART  228— SMALL  BUSINESS 
DISCLOSURE  REQUIREMENTS 

Subpart  A— Regulation  S-B 

Sec. 

228.10  (Item  10)  General. 

228.101  (Item  101)  Description  of  business. 

228.102  (Item  102]  Description  of  property. 

228.103  (Item  103)  Legal  proceedings. 

228.201  (Item  201)  Market  for  common  stock 
and  related  stockholder  matters. 

228.202  (Item  202)  Description  of  securities. 

228.303  (Item  303)  Management's  discussion 
and  analysis  or  plan  of  operation. 

228.304  (Item  304)  Changes  in  and 
disagreements  with  accountants  on 
accounting  and  financial  disclosure. 

228.310  (Item  310)  Financial  statements. 

228.401  (Item  401)  Directors,  Executive 
Officers,  promoters  and  control  persons. 

228.402  (Item  402]  Executive  compensation. 

228.403  (Item  403]  Security  ownership  of 
certain  beneficial  owners  and 
management. 

228.404  (Item  404]  Certain  relationships  and 
related  transactions. 

228.405  (Item  405)  Compliance  with  section 
16(a)  of  the  Exchange  Act 

228.501  (Item  501)  Front  of  registration 
statement  and  outside  front  cover  of 
prospectus. 

228.502  (Item  502)  Inside  fi'ont  and  outside 
back  cover  pages  of  prospectus. 

228.503  (Item  503)  Summary  information  and 
risk  factors. 

228.504  (Item  504)  Use  of  proceeds. 

228.505  (Item  505)  Determination  of  offering 
price. 

22&50e  (Item  506)  Dilution. 

228.507  (Item  507]  Selling  security  holders. 

228.508  (Item  508)  Plan  of  distribution. 

228.509  (Item  506)  Interest  of  named  experts 
and  counsel 

228.510  (Item  510)  Disclosure  of  Commission 
position  on  indemnification  for  Securities 
Act  liabilities. 

228.511  (Item  511)  Other  expenses  of 
issuance  and  distribution. 

228.512  (Item  512)  Undertakings. 

228.601  (Item  601)  Exhibits. 

228.701  (Item  701)  Recent  sales  of 
unregistered  securities. 

228.702  (Item  702)  Indemnification  of 
directors  and  officers. 

Authority:  15  U.S.C  77e.  77f.  77g.  77h,  77), 
77k,  77s,  77aa(25],  77aa[281, 77ddd.  77eee, 
^888-  77hhh,  TTjjj,  77nnn,  77sss,  781, 78m, 


•*®15  UAC78w(a). 
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78n.  780,  78w.  80a-8.  80a-29.  80a-30,  80a-37. 
80b-ll,  unless  otherwise  noted. 

§  228.10  (Item  10)  General. 

(a)  Application  of  regulation  S-B. 
Regulation  S-B  is  the  source  of 
disclosure  requirements  for  filings  under 
the  Securities  Act  of  1933  (the 
“Securities  Act")  and  the  Securities 
Exchange  Act  of  1934  (the  “Exchange 
Act”).  Filings  must  also  conform  to  the 
General  Rules  and  Regulations  under 
the  Securities  Act  and  the  Exchange  Act 
(parts  230  and  240  of  this  chapter),  and 
the  forms  under  these  Acts  (parts  239 
and  249  of  this  chapter). 

(b)  To  use  regulation  S-B.  a  company 
must  be  a  “small  business  issuer."  A 
small  business  issuer  is  a  company  that 
meets  all  of  the  following  criteria: 

(1)  Had  revenues  of  less  than 
$15,000,000  during  its  last  fiscal  year; 

(2)  Is  not  a  foreign  private  issuer  or  a 
foreign  government; 

(3)  Is  not  an  investment  company;  and 

(4)  Is  not  a  wholly  owned  subsidiary 
of  a  non-small  business  issuer. 

(c)  Definitions  of  terms. — (1)  Capital 
stock  means  common  stock  and 
preferred  stock  or  other  equity  interest 
in  the  small  business  issuer. 

(2)  Common  stock  means  the  small 
business  issuer's  common  equity.  If  the 
small  business  issuer  is  a  limited 
partnership,  the  term  means  the  equity 
interests  in  the  partnership. 

(3)  Market  value  means  the  trading 
price  for  the  securities  if  there  is  a 
public  market.  If  there  is  no  public 
market  (sporadic  trades  do  not 
constitute  a  public  market)  then  market 
value  means  the  public  offering  price  for 
the  securities. 

(4)  Reporting  company  means  a 
company  that  is  obligated  to  file 
periodic  reports  with  the  Securities  and 
Exchange  Commission  under  section 
15(d)  or  13(a)  of  the  Exchange  Act. 

(5)  Small  business  issuer  refers  to  the 
issuer  and  all  of  its  subsidiaries. 
Financial  statements  of  the  small 
business  issuer  must  be  presented  on  a 
consolidated  basis. 

(d)  Preparing  the  disclosure 
document.  (1)  The  purpose  of  a 
disclosure  document  is  to  inform 
investors.  Hence,  information  should  be 
presented  in  a  clear,  concise  and 
understandable  fashion.  Avoid  details, 
repetition  or  the  use  of  technical 
language.  The  responses  to  the  items  of 
this  regulation  should  always  be  brief 
and  to  the  point.  Small  business  issuers 
should  disclose  only  material 
information. 

(2)  Small  business  issuers  should 
consult  the  General  Rules  and 
Regulations  under  the  Securities  Act 
and  Exchange  Act  for  requirements 


concerning  the  preparation  and  Hling  of 
documents.  Small  business  issuers 
should  be  aware  that  there  are  special 
rules  concerning  such  matters  as  the 
kind  and  size  of  paper  that  is  allowed 
and  how  filings  should  be  bound.  These 
special  rules  are  located  in  regulation  C 
of  the  Securities  Act  (17  CFR  230.400  et 
seg.)  and  in  regulation  12B  of  the 
Exchange  Act  (17  CFR  240.12b-l  et  seq.) 
and  apply  to  all  disclosure  documents. 

(e)  Commission  policy  on  projections. 
The  Commission  encourages  the  use  of 
management’s  projections  of  future 
economic  performance  that  have  a 
reasonable  basis  and  are  presented  in 
an  appropriate  format.  The  guidelines 
below  set  forth  the  Commission's  views 
on  important  factors  to  be  considered  in 
preparing  and  disclosing  such 
projections. 

(1)  Basis  for  projections.  Management 
has  the  option  to  present  in  Commission 
filings  its  good  faith  assessment  of  a 
small  business  issuer’s  future 
performance.  Management,  however, 
must  have  a  reasonable  basis  for  such 
an  assessment.  An  outside  review  of 
management’s  projections  may  furnish 
additional  support  in  this  regard.  If 
management  decides  to  include  a  report 
of  such  a  review  in  a  Commission  filing, 
it  should  also  disclose  the  qualifications 
of  the  reviewer,  the  extent  of  the  review, 
the  relationship  between  the  reviewer 
and  the  registrant,  and  other  material 
factors  concerning  the  process  by  which 
any  outside  review  was  sought  or 
obtained.  Moreover,  in  the  case  of  a 
registration  statement  under  the 
Seciu-ities  Act,  the  reviewer  would  be 
deemed  an  expert  and  an  appropriate 
consent  must  be  filed  with  the 
registration  statement. 

(2)  Format  for  projections. 
Traditionally,  projections  have  been 
given  for  three  financial  items  generally 
considered  to  be  of  primary  importance 
to  investors  (revenues,  net  income  (loss) 
and  earnings  (loss)  per  share), 
projection  information  need  not 
necessarily  be  limited  to  these  three 
items.  However,  management  should 
take  care  to  assure  that  the  choice  of 
items  projected  is  not  susceptible  of 
misleading  inferences  through  selective 
projection  of  only  favorable  items.  It 
generally  would  be  misleading  to 
present  sales  or  revenue  projections 
without  one  of  the  foregoing  measures  of 
income.  The  period  that  appropriately 
may  be  covered  by  a  projection  depends 
to  a  large  extent  on  the  particular 
circumstances  of  the  company  involved. 
For  certain  companies  in  certain 
industries,  a  projection  covering  a  two 
or  three  year  period  may  be  entirely 
reasonable.  Other  companies  may  not 


have  a  reasonable  basis  for  projections 
beyond  the  current  year. 

(3)  Investor  understanding. 

Disclosures  accompanying  the 
projections  should  facilitate  investor 
understanding  of  the  basis  for  and 
limitations  of  projections.  The 
Commission  believes  that  investor 
understanding  would  be  enhanced  by 
disclosure  of  the  assumptions  which  in 
management’s  opinion  are  most 
significant  to  the  projections  or  are  the 
key  factors  upon  which  the  financial 
results  of  the  enterprise  depend  and 
encourages  disclosure  of  assumptions  in 
a  manner  that  will  provide  a  frame-work 
for  analysis  of  the  projection. 
Management  also  should  consider 
whether  disclosure  of  the  accuracy  or 
inaccuracy  of  previous  projections 
would  provide  investors  with  important 
insights  into  the  limitations  of 
projections. 

(0  Commission  policy  on  security 
ratings.  In  view  of  the  importance  of 
security  ratings  (“ratings")  to  investors 
and  the  marketplace,  the  Commission 
permits  small  business  issuers  to 
disclose  ratings  assigned  by  rating 
organizations  to  classes  of  debt 
securities,  convertible  debt  securities 
and  preferred  stock  in  registration 
statements  and  periodic  reports.  In 
addition,  the  Commission  permits, 
disclosure  of  ratings  assigned  by  any 
nationally  recognized  statistical  rating 
organizations  (“NRSROs")  in  certain 
communications  deemed  not  to  be  a 
prospectus  (“tombstone 
advertisements").  Below  are  the 
Commission’s  views  on  important 
matters  to  be  considered  in  disclosing 
security  ratings. 

(l)(i)  If  a  small  business  issuer 
includes  in  a  filing  any  rating(s) 
assigned  to  a  class  of  securities,  it 
should  consider  including  any  other 
rating  assigned  by  a  different  NRSRO 
that  is  materially  different.  A  statement 
that  a  security  rating  is  not  a 
recommendation  to  buy,  sell  or  hold 
securities  and  that  it  may  be  subject  to 
revision  or  withdrawal  at  any  time  by 
the  assigning  rating  organization  should 
also  be  included. 

(ii)(A)  If  the  rating  is  included  in  a 
filing  under  the  Securities  Act.  the 
written  consent  of  any  rating 
organization  that  is  not  a  NRSRO  whose 
rating  is  included  should  be  filed.  The 
consent  of  any  NRSRO  is  not  required. 
(See  rule  436(g)  under  the  Securities  Act 
(§  230.436(g)  of  this  chapter.) 

(B)  If  a  change  in  a  rating  already 
included  is  available  before 
effectiveness  of  the  registration 
statement,  the  small  business  issuer 
should  consider  including  such  rating 
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change  in  the  prospectus.  If  the  rating 
change  is  material,  consideration  should 
be  given  to  recirculating  the  preliminary 
prospectus. 

(C)  If  a  materially  dil^erent  additional 
NRSRO  rating  or  a  material  change  in  a 
rating  already  included  becomes 
available  during  any  period  in  which 
offers  or  sales  are  being  made,  the  small 
business  issuer  should  consider 
disclosing  this  information  in  a  sticker  to 
the  prospectus. 

(iii)  If  there  is  a  material  change  in  the 
rating(s)  assigned  by  any  NRSRO(s)  to 
any  outstanding  class(es)  of  securities  of 
a  reporting  company,  the  registrant 
should  consider  filing  a  report  on  Form 
B-K  (§  249.306  of  this  chapter]  or  other 
appropriate  report  under  the  Exchange 
Act  disclosing  such  rating  change. 

§  228.101  (item  101)  Description  of 
business. 

(а)  Business  development.  Describe 
the  development  of  the  small  business 
issuer  during  the  last  five  years.  If  the 
small  business  issuer  has  not  been  in 
business  for  five  years,  give  the  same 
information  for  predecessor(s]  of  the 
small  business  issuer  if  there  are  any. 
This  business  development  description 
should  include: 

(1)  Form  and  year  of  organization; 

(2)  Any  bankruptcy,  receivership  or 
similar  proceeding; 

(3)  Any  material  reclassification, 
merger,  consolidation,  or  purchase  or 
sale  of  a  significant  amount  of  assets  not 
in  the  ordinary  course  of  business;  and 

(4)  Number  of  total  employees  and 
number  of  full  time  employees. 

(bj  Business  of  issuer.  Briefly  describe 
the  business  and  include,  to  the  extent 
material  to  an  understanding  of  the 
issuer: 

(1)  Principal  products  or  services  and 
their  markets; 

(2)  Distribution  methods  of  the 
products  or  services; 

(3)  Status  of  any  publicly  announced 
new  product  or  service; 

(4)  Competitive  business  conditions 
and  the  small  business  issuer’s 
competitive  position  in  the  industry  and 
methods  of  competition; 

(5)  Sources  and  availability  of  raw 
materials  and  the  names  of  principal 
suppliers; 

(б)  Name  of  any  customer(8},  the  loss 
of  whom  would  have  a  material  adverse 
effect  upon  the  business,  and  the 
importance  of  the  named  customer(s)  to 
the  small  business  issuer's  business  (for 
example,  percentage  of  total  sales); 

(7)  Patents,  trademarks,  licenses, 
franchises,  concessions,  royalty 
agreements  or  labor  contracts,  including 
duration; 


(8)  Need  for  any  government  approval 
of  principal  products  or  services.  If 
government  approval  is  necessary  and 
the  small  business  issuer  has  not  yet 
received  that  approval,  discuss  the 
status  of  the  approval  within  the 
government  approval  process; 

(9)  Effect  of  existing  or  probable 
governmental  regulations  on  the 
business; 

(10)  Dollar  amount  of  firm  backlog 
orders,  as  of  a  recent  date  and  as  of  a 
comparable  date  in  the  preceding  Fiscal 
yean 

(11)  Estimate  of  the  amount  spent 
during  each  of  the  last  two  fiscal  years 
on  sponsored  research  activities  for  the 
development  of  new  products  or 
services  or  the  improvement  of  existing 
products  or  service;  and 

(12)  Costs  and  effects  of  compliance 
with  environmental  laws  (federal.  State 
and  local). 

§  228.102  (Item  102)  Description  of 
property. 

(a)  Give  the  location  of  the  principal 
plants  and  other  property  of  the  small 
business  issuer  and  describe  the 
condition  of  the  property.  If  the  small 
business  issuer  does  not  have  complete 
ownership  of  the  property,  for  example, 
others  also  own  the  property  or  there  is 
a  mortgage  or  lien  on  the  property, 
describe  the  limitations  on  the 
ownership. 

Instructions  to  Item  102 

1.  Small  business  issuers  engaged  in 
significant  mining  operations  also  should 
provide  the  information  in  Guide  7 

(S  229.801(g)  and  §  229.802(g)  of  this  chapter). 

2.  Small  business  issuers  engaged  in  oil  and 
gas  producing  activities  also  should  provide 
the  information  in  Guide  2  ($  229.801(b)  and 

§  229.802(b)  of  this  chapter). 

3.  Small  business  issuers  engaged  in  real 
estate  activities  should  provide  the 
information  in  Guide  5  (S  229.801(e)  of  this 
chapter)  and  Items  13. 14  and  15  of  Form  S-11 
(§  239.18  of  this  chapter). 

§  228.103  (Item  103)  Legal  proceedings. 

(a)  If  a  small  business  issuer  is  a  party 
to  any  pending  legal  proceeding  (or  its 
property  is  the  subject  of  a  pending  legal 
proceeding],  give  the  following 
information  (no  information  is  necessary 
as  to  routine  litigation  that  is  incidental 
to  the  business): 

(1)  Name  of  court  or  agency  where 
proceeding  is  pending; 

(2)  Date  proceeding  began; 

(3)  Principal  parties; 

(4)  Description  of  facts  underlying  the 
proceedings;  and 

(5)  Relief  sought,  if  damages  also 
include  amount. 

(b)  Include  the  information  called  for 
by  paragraphs  (a)  (1)  through  (5)  of  this 
item  for  any  proceeding  that  a 


governmental  authority  is  contemplating 
(if  the  small  business  issuer  is  aware  of 
the  proceeding). 

Instructions  to  Item  103 

1.  A  proceeding  that  primarily  involves  a 
claim  for  damages  does  not  need  to  be 
described  if  the  amount  involved,  exclusive 
of  interest  and  costs,  does  not  exceed  10%  of 
the  current  assets  of  the  small  business 
issuer.  If  any  proceeding  presents  the  same 
legal  and  factual  issues  as  other  proceedings 
pending  or  known  to  be  contemplated,  the 
amount  involved  in  such  other  proceedings 
shall  be  included  in  computing  such 
percentage. 

2.  The  following  types  of  proceedings  are 
not  "routine  litigation  incidental  to  the 
business”  and,  notwithstanding  instruction  1 
of  this  Item,  must  be  described:  Bankruptcy, 
receivership,  or  similar  proceeding. 

3.  Any  proceeding  that  involves  Federal, 
State  or  local  environmental  laws  must  be 
described  if  it  is  material;  involves  a  damages 
claim  for  more  than  10%  of  the  current  assets 
of  the  issuer;  or  potentially  involves  more 
than  $100,000  in  sanctions  and  a 
governmental  authority  is  a  party. 

4.  Any  material  proceeding  to  which  any 
director,  officer  or  affiliate  of  the  issuer,  any 
owner  of  record  or  beneficially  of  more  than 
5%  of  any  class  of  voting  securities  of  the 
small  business  issuer,  or  security  holder  is  a 
party  adverse  to  the  small  business  issuer  or 
has  a  material  interest  adverse  to  the  small 
business  issuer. 

§  228.201  (Itcffl  201)  Market  for  common 
stock  and  related  stockholder  matters. 

(a)  Market  information.  Identify  the 
principal  market  or  markets  where  the 
small  business  issuer’s  common  stock  is 
traded.  If  there  is  no  public  trading 
market,  so  state.  Limited  or  sporadic 
quotations  are  not  considered  a  “public 
trading  market.” 

(1)  If  the  principal  market  for  the 
small  business  issuer’s  common  stock  is 
an  exchange,  give  the  high  and  low  sales 
prices  for  each  quarter  within  the  last 
two  fiscal  years  and  to  date  in  the 
current  year. 

(2)  If  the  principal  market  is  not  an 
exchange,  give  the  range  of  high  and  low 
bid  information  for  the  small  business 
issuer’s  common  stock  for  each  quarter 
within  the  last  two  Hscal  years  and  to 
date  in  the  current  year.  Show  the 
source  of  the  high  and  low  bid 
information.  If  over-the-counter  market 
quotations  are  provided,  also  state  that 
the  quotations  reflect  inter-dealer  prices, 
without  retail  mark-up.  mark-down  or 
commission  and  may  not  represent 
actual  transactions. 

(b)  Holders.  Give  the  approximate 
number  of  holders  of  each  class  of 
common  stock. 

(c)  Dividends.  (1)  Discuss  any  cash 
di^dends  declared  on  each  class  of 


9780 


Federal  Register  /  Vol.  57,  No.  55  /  Friday,  March  20,  1992  /  Proposed  Rules 


common  stock  for  the  last  two  fiscal 
years  and  to  date  in  the  current  year. 

(2)  Describe  any  restrictions  that  limit 
the  ability  to  pay  dividends  on  common 
stock  or  that  are  likely  to  do  so  in  the 
future. 

§  228.202  (Item  202)  Description  of 
securities. 

(a)  Common  or  preferred  stock.  (1)  If 
the  small  business  issuer  is  offering 
common  stock,  describe  any  dividend, 
voting  and  preemption  rights. 

(2)  If  the  small  business  issuer  is 
offering  preferred  stock,  describe  the 
dividend,  voting,  conversion  and 
liquidation  rights  as  well  as  redemption 
or  sinking  fund  provisions. 

(3)  Describe  any  other  material  rights 
of  common  or  preferred  stockholders. 

(4)  Describe  any  provision  in  the 
charter  or  by-laws  that  would  delay, 
defer  or  prevent  a  change  in  control  of 
the  small  business  issuer. 

(b)  Debt  securities.  (1)  If  the  small 
business  issuer  is  offering  debt 
securities,  describe  the  maturity  date, 
interest  rate,  conversion  or  redemption 
features  and  sinking  fund  requirements. 

(2)  Describe  all  other  provisions  giving 
or  limiting  the  rights  of  debtholders.  For 
example,  describe  subordination 
provisions,  limitations  on  the 
declaration  of  dividends,  restrictions  on 
the  issuance  of  additional  debt, 
maintenance  of  asset  ratios,  etc. 

(3)  Give  the  name  of  any  trustee(s) 
designated  by  the  indenture  and 
describe  the  circumstances  under  which 
the  trustee  must  act  on  behalf  of  the 
debtholders. 

(4)  Discuss  the  tax  effects  of  any 
securities  offered  at  an  “original  issue 
discount.” 

(c)  Other  securities  to  be  registered.  If 
the  small  business  issuer  is  registering 
other  securities,  provide  similar 
information  concerning  the  material 
provisions  of  those  securities. 

§  228.303  (item  303)  Management’s 
discussion  and  analysis  or  plan  of 
operation. 

Small  business  issuers  that  have  not 
had  revenues  in  each  of  the  last  three 
fiscal  years  shall  provide  the 
information  in  paragraph  (a)  of  this  Item. 
All  other  issuers  shall  provide  the 
information  in  paragraph  (b)  of  this 
Item. 

(a)  Plan  of  operation.  (1)  Describe  the 
small  business  issuer's  plan  of  operation 
for  the  next  twelve  months.  This 
description  should  include  such  matters 
as; 

(i)  A  discussion  of  how  long  the  small 
business  issuer  can  satisfy  its  cash 
requirements  and  whether  it  will  have  to 


raise  additional  funds  in  the  next  twelve 
months; 

(ii)  A  summer)'  of  product  research 
and  development  that  the  small  business 
issuer  will  perform  for  the  term  of  the 
plan; 

(iii)  Any  expected  purchase  or  sale  of 
plant  and  signihcant  equipment;  and 

(iv)  Any  expected  signihcant  changes 
in  the  number  of  employees. 

(b)  Management’s  discussion  and 
analysis  of  financial  condition  and 
results  of  operations — (1)  Full  fiscal 
years.  Discuss  the  small  business 
issuer’s  financial  condition,  changes  in 
Hnancial  condition  and  results  of 
operations  for  each  of  the  last  two  fiscal 
years.  This  discussion  should  address 
the  past  and  future  financial  condition 
and  results  of  operation  of  the  small 
business  issuer,  with  particular 
emphasis  on  the  prospects  for  the  future. 
The  discussion  should  also  address 
those  key  variable  and  other  qualitative 
and  quantitative  factors  which  are 
necessary  to  an  understanding  and 
evaluation  of  the  small  business  issuer. 

If  material,  the  small  business  issuer 
should  disclose  the  following: 

(1)  Any  known  trends,  events  or 
uncertainties  that  have  or  are 
reasonably  likely  to  have  a  material 
impact  on  the  small  business  issuer's 
short-term  or  long-term  liquidity; 

(ii)  Internal  and  external  sources  of 
liquidity; 

(iii)  Any  material  commitments  for 
capital  expenditures  and  the  expected 
sources  of  funds  for  such  expenditures; 

(iv)  Any  known  trends,  events  or 
uncertainties  that  have  had  or  that  are 
reasonably  expected  to  have  a  material 
impact  on  the  net  sales  or  revenues  or 
income  from  continuing  operations; 

(v)  Any  significant  elements  of  income 
or  loss  that  do  not  arise  from  the  small 
business  issuer's  continuing  operations; 

(vi)  The  causes  for  any  material 
changes  from  period  to  period  in  one  or 
more  line  items  of  the  small  business 
issuer's  financial  statements;  and 

(vii)  Any  seasonal  aspects  that  had  a 
material  effect  on  the  financial  condition 
or  results  of  operation. 

(2)  Interim  periods.  If  the  small 
business  issuer  must  include  interim 
financial  statements  in  the  registration 
statement  or  report,  provide  a 
comparable  discussion  that  will  enable 
the  reader  to  assess  material  changes  in 
Hnancial  condition  and  results  of 
operations  since  the  end  of  the  last 
fiscal  year  and  for  the  comparable 
interim  period  in  the  preceding  year. 

Instruction  to  Item  303 

1.  In  preparing  MD&A  disclosure, 
registrants  should  be  guided  by  the  general 
purpose  of  the  MD&A  requirement:  To  give 


investors  an  opportunity  to  look  at  the 
registrant  throu^  the  eyes  of  management  by 
providing  a  historic  and  prospective  analysis 
of  the  registrant’s  financial  condition  and 
results  of  operation  with  particular  emphasis 
on  the  small  business  issuer’s  prospects  for 
the  future. 

§  228.304  (Item  304)  Changes  In  and 
disagreements  with  accountants  on 
accounting  and  financial  disclosure. 

(a)(1)  If,  during  the  small  business 
issuer’s  two  most  recent  Fiscal  years  or 
any  later  interim  period,  the  principal 
independent  accountant  or  a  significant 
subsidiary’s  independent  accountant  on 
whom  the  principal  accountant 
expressed  reliance  in  its  report,  resigned 
(or  declined  to  stand  for  re-election)  or 
was  dismissed,  then  the  small  business 
issuer  shall  state: 

(1)  Whether  the  former  accountant 
resigned,  declined  to  stand  for  re- 
election  or  was  dismissed  and  the  date; 

(ii)  Whether  the  principal  accountant’s 
report  on  the  Hnancial  statements  for 
either  of  the  past  two  years  contained 
an  adverse  opinion  or  disclaimer  of 
opinion,  or  was  modihed  as  to 
uncertainty,  audit  scope,  or  accounting 
principles,  and  also  describe  the  nature 
of  each  such  adverse  opinion,  disclaimer 
of  opinion  or  modification; 

(iii)  Whether  the  decision  to  change 
accountants  was  recommended  or 
approved  by  the  board  of  directors  or  an 
audit  or  similar  committee  of  the  board 
of  directors;  and 

(iv) (A)  Whether  there  were  any 
disagreements  with  the  former 
accountant,  whether  or  not  resolved,  on 
any  matter  of  accounting  principles  or 
practices,  financial  statement  disclosure, 
or  auditing  scope  or  procedure,  which,  if 
not  resolved  to  the  former  accountant's 
satisfaction,  would  have  caused  it  to 
make  reference  to  the  subject  matter  of 
the  disagreement(s)  in  connection  with 
its  report;  or 

(B)  The  following  information  only  if 
applicable.  Indicate  whether  the  former 
accountant  advised  the  small  business 
issuer  that: 

(J)  Internal  controls  necessary  to 
develop  reliable  financial  statements 
did  not  exist;  or 

(2)  Information  has  come  to  the 
attention  of  the  former  accountant 
which  made  the  accountant  unwilling  to 
rely  on  management’s  representations, 
or  unwilling  to  be  associated  with  the 
financial  statements  prepared  by 
management;  or 

(3)  The  scope  of  the  audit  should  be 
expanded  significantly,  or  information 
has  come  to  the  accountant's  attention 
that  the  accountant  has  concluded  will, 
or  if  further  investigated  might, 
materially  impact  the  fairness  or 
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reliability  of  a  previously  issued  audit 
report  or  the  underlying  financial 
statements,  or  the  financial  statements 
issued  or  to  be  issued  covering  the  Hscal 
period(s)  subsequent  to  the  date  of  the 
most  recent  audited  financial  statements 
(including  information  that  might 
preclude  the  issuance  of  an  unqualified 
audit  report),  and  the  issue  was  not 
resolved  to  the  accountant's  satisfaction 
prior  to  its  resignation  or  dismissal;  and 

(C)  The  subject  matter  of  each  such 
disagreement  or  event  identified  in 
response  to  paragraph  (a)(l)(iv)  of  this 
Item; 

(D)  Whether  any  committee  of  the 
board  of  directors,  or  the  board  of 
directors,  discussed  the  subject  matter 
of  the  disagreement  with  the  former 
accountant;  and 

(E)  Whether  the  small  business  issuer 
has  authorized  the  former  accountant  to 
respond  fully  to  the  inquiries  of  the 
successor  accountant  concerning  the 
subject  matter  of  each  of  such 
disagreements  or  events  and,  if  not, 
describe  the  nature  of  and  reason  for 
any  limitation. 

(2)  If  during  the  period  specified  in 
paragraph  (a)(1)  of  this  Item,  a  new 
accountant  has  been  engaged  as  either 
the  principal  accountant  to  audit  the 
issuer’s  financial  statements  or  as  the 
auditor  of  a  significant  subsidiary  and 
on  whom  the  principal  accountant  is 
expected  to  express  reliance  in  its 
report,  identify  the  new  accountant  and 
the  engagement  date.  Additionally,  if  the 
issuer  (or  someone  on  its  behalf) 
consulted  the  new  accountant  regarding: 

(i)  The  application  of  accounting 
principles  to  a  specific  completed  or 
contemplated  transaction,  or  the  type  of 
audit  opinion  that  might  be  rendered  on 
the  small  business  issuer’s  financial 
statements  and  either  written  or  oral 
advice  was  provided  that  was  an 
important  factor  considered  by  the  small 
business  issuer  in  reaching  a  decision  as 
to  the  accounting,  auditing  or  financial 
reporting  issue;  or 

(ii)  Any  matter  that  was  the  subject  of 
a  disagreement  or  event  identified  in 
response  to  paragraph  (a)(l)(iv)  of  this 
Item,  then  the  small  business  issuer 
shall: 

(A)  Identify  the  issues  that  were  the 
subjects  of  those  consultations; 

(B)  Briefly  describe  the  views  of  the 
new  accountant  given  to  the  small 
business  issuer  and,  if  written  views 
were  received  by  the  small  business 
issuer,  file  them  as  an  exhibit  to  the 
report  or  registration  statement; 

(C)  State  whether  the  former 
accountant  was  consulted  by  the  small 
business  issuer  regarding  any  such 
issues,  and  if  so,  describe  the  former 
accountant’s  views;  and 


(D)  Request  the  new  accountant  to 
review  the  disclosure  required  by  this 
Item  before  it  is  Hied  with  the 
Commission  and  provide  the  new 
accountant  the  opportimity  to  furnish 
the  small  business  issuer  with  a  letter 
addressed  to  the  Commission  containing 
any  new  information,  clarification  of  the 
small  business  issuer’s  expression  of  its 
views,  or  the  respects  in  which  it  does 
not  agree  with  the  statements  made  in 
response  to  this  Item.  Any  such  letter 
shall  be  filed  as  an  exhibit  to  the  report 
or  registration  statement  containing  the 
disclosure  required  by  this  Item. 

(3)  The  small  business  issuer  shall 
provide  the  former  accountant  with  a 
copy  of  the  disclosures  it  is  making  in 
response  to  this  Item  no  later  than  the 
day  that  the  disclosures  are  filed  with 
the  Commission.  The  small  business 
issuer  shall  request  the  former 
accountant  to  furnish  a  letter  addressed 
to  the  Commission  stating  whether  it 
agrees  with  the  statements  made  by  the 
issuer  and,  if  not,  stating  the  respects  in 
which  it  does  not  agree.  The  small 
business  issuer  shall  file  the  letter  as  an 
exhibit  to  the  report  or  registration 
statement  containing  this  disclosure.  If 
the  letter  is  unavailable  at  the  time  of 
filing,  the  small  business  issuer  shall 
request  the  former  accountant  to 
provide  the  letter  so  that  it  can  be  filed 
with  the  Commission  within  ten 
business  days  after  the  filing  of  the 
report  or  registration  statement. 
Notwithstanding  the  ten  business  day 
period,  the  letter  shall  be  tiled  within 
two  business  days  of  receipt.  The  former 
accountant  may  provide  an  interim 
letter  highlighting  specitic  areas  of 
concern  and  indicating  that  a  more 
detailed  letter  will  be  forthcoming 
within  the  ten  business  day  period  noted 
above.  The  interim  letter,  if  any,  shall  be 
filed  with  the  report  or  registration 
statement  or  by  amendment  within  two 
business  days  of  receipt. 

(b)  If  the  conditions  in  paragraphs 
(b)(1)  through  (3)  of  this  Item  exist,  the 
small  business  issuer  shall  describe  the 
nature  of  the  disagreement  or  event  and 
the  effect  on  the  tinancial  statements  if 
the  method  had  been  followed  which  the 
former  accountants  apparently  would 
have  concluded  was  required  (unless 
that  method  ceases  to  be  generally 
accepted  because  of  authoritative 
standards  or  interpretations  issued  after 
the  disagreement  or  event): 

(1)  In  connection  with  a  change  in 
accountants  subject  to  paragraph  (a)  of 
this  item,  there  was  any  disagreement  or 
event  as  described  in  paragraph 
(a)(l)(iv)  of  this  item; 

(2)  During  the  tiscal  year  in  which  the 
change  in  accountants  took  place  or 
during  the  later  tiscal  year,  there  have 


been  any  transactions  or  events  similar 
to  those  involved  in  such  disagreement 
or  event;  and 

(3)  Such  transactions  or  events  were 
material  and  were  accounted  for  or 
disclosed  in  a  manner  different  from 
that  which  the  former  accountants 
apparently  would  have  concluded  was 
required. 

Instructions  to  Item  304 

1.  The  disclosure  called  for  by  paragraph 
(a)  of  this  item  need  not  be  provided  if  it  has 
been  previously  reported  as  that  term  is 
defined  in  rule  12b-2  under  the  Exchange  Act 
(§  240.12b-2);  the  disclosure  called  for  by 
paragraph  (a)  of  this  item  must  be  provided, 
however,  notwithstanding  prior  disclosure,  if 
required  pursuant  to  item  9  of  schedule  14A 
(§  249.14a-101  etseq.).  The  disclosure  called 
for  by  paragraph  (b)  of  this  item  must  be 
furnished,  where  required,  notwithstanding 
any  prior  disclosure  about  accountant 
changes  or  disagreements. 

2.  When  disclosure  is  required  by 
paragraph  (a)  of  this  item  in  an  annual  report 
to  security  holders  pursuant  to  rule  14a-3  or 
rule  14C-3  (§§  240.14a-3  and  240.14c-3  of  this 
chapter),  or  in  a  proxy  or  information 
statement  filed  pursuant  to  the  requirements 
of  schedule  14A  (§  240.14a-101  et  seq.)  or  14C 
(§  240.14C-101  et  seq.],  in  lieu  of  a  letter 
pursuant  to  paragraph  (a](2)(ii)(D)  or  (a)(3)  of 
this  item,  before  filing  such  materials  with  or 
furnishing  such  materials  to  the  Commission, 
the  small  business  issuer  shall  furnish  the 
disclosure  required  by  paragraph  (a)  of  this 
item  to  each  accountant  who  was  engaged 
during  the  period  set  forth  in  paragraph  (a)  of 
this  item.  If  any  such  accountant  believes 
that  the  statements  made  in  response  to 
paragraph  (a)  of  this  item  are  incorrect  or 
incomplete,  it  may  present  its  views  in  a  brief 
statement,  ordinarily  expected  not  to  exceed 
200  words,  to  be  included  in  the  aimual  report 
or  proxy  or  information  statement.  This 
statement  shall  be  submitted  to  the  small 
business  issuer  within  ten  business  days  of 
the  date  the  accountant  receives  the  small 
business  issuer's  disclosure.  Further,  unless 
the  written  views  of  the  newly  engaged 
accountant  required  to  be  tiled  as  an  exhibit 
by  paragraph  (a](2)(ii)(D)  of  this  item  have 
been  before  tiled  with  the  Commission,  the 
small  business  issuer  shall  tile  a  Form  8-K 

(§  249.308  of  this  chapter)  along  with  the 
annual  report  or  proxy  or  information 
statement  for  the  purpose  of  tiling  the  written 
views  as  exhibits. 

3.  The  information  required  by  this  item 
need  not  be  provided  for  a  company  being 
acquired  by  the  small  business  issuer  if  such 
acquiree  has  not  been  subject  to  the  filing 
requirements  of  either  section  13(a)  or  15(d) 
of  the  Exchange  Act,  or,  because  of  section 
12(i]  of  the  Exchange  Act.  has  not  furnished 
an  annual  report  to  security  holders  pursuant 
to  rule  14a-3  or  rule  14c-3  (§S  240.14a-3  and 
240.14C-3  of  this  chapter)  for  its  latest  tiscal 
year. 

4.  In  determining  whether  any 
disagreement  or  reportable  event  has 
occurred,  an  oral  communication  from  the 
engagement  partner  or  another  person 
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responsible  for  rendering  the  accounting 
firm*8  opinion  (ot  their  desi^iee)  will 
generally  suffice  as  the  accountant  advising 
the  small  business  issuer  of  a  reportable 
event  or  as  a  statement  of  a  disagreement  at 
the  “decision-making  level'*  widito  the 
accounting  firm  and  require  disclosure  under 
this  item. 

8  228.310  (Item  310)  FInanciel  statements. 
Notes 

1.  Financial  statements  of  a  small  business 
issuer,  its  predecessors  or  any  businesses  to 
which  the  small  business  issuer  is  a 
successor  shall  be  prepared  in  accordance 
with  generally  accept^  accounting  principles 
in  the  United  States. 

2.  Regulation  S-X  (17  CFR  210.1  through 
210.12),  Form  and  Content  of  aiui 
Requirements  fw  Financial  Statements,  shall 
not  apply  to  the  preparation  of  sudb  financial 
statements,  except  that  the  report  and 
qualifications  of  the  independent  accoimtant 
shall  comply  with  the  requirements  of  article 
2  of  regulation  S-X  (17  CHI  210.2),  and  small 
business  issuers  engaged  in  oil  and  gas 
producing  activities  shall  follow  the  financial 
accounting  and  reporting  standards  specified 
in  article  4-10  of  regulation  S-X  (17  CFR 
210.4-10)  with  respect  to  such  activities.  To 
the  extent  that  article  11-01  (17  CFR  210.11- 
01)  (Pro  Forma  Presentation  Requirements) 
offers  enhanced  guidelines  for  the 
preparation,  presentation  and  disclosure  of 
pro  forma  financial  information,  small 
business  issuers  may  wish  to  consider  these 
items. 

3.  The  Commission,  where  consistent  with 
the  protection  of  investors,  may  permit  the 
omission  of  one  or  more  of  the  financial 
statements  or  the  substitution  of  appropriate 
statements  of  comparable  character.  T^ 
Commission  by  informal  written  notice  may 
require  the  filing  of  other  financial  statements 
where  necessary  or  appropriate. 

(a)  Annual  financial  statements.  Small 
business  issuers  shall  RIe  an  audited 
balance  sheet  as  of  the  end  of  the  most 
recent  fiscal  year  and  audited 
statements  of  income,  cash  flows  and 
changes  in  stockholders’  equity  for  each 
of  the  two  fiscal  years  preceding  the 
date  of  such  audited  balance  sheet  (or 
such  shorter  period  as  the  registrant  has 
been  in  business). 

(b)  Interim  financial  statements. 
Interim  financial  statements,  which  may 
be  unaudited,  shall  include  a  balance 
sheet  as  of  the  end  of  the  issuer’s  most 
recent  fiscal  quarter  or  other  more 
recent  interim  period  and  income 
statements  and  statements  of  cash  flows 
for  the  interim  period  up  to  the  date  of 
such  balance  sheet  and  the  comparable 
period  of  the  preceding  fiscal  year. 

Instructions  to  Item  310(b) 

1.  Where  Item  310  is  applicable  to  a  Fonn 
10-QSB  (8  249.308b)  and  the  interim  period  is 
more  than  one  quarter,  income  statements 
must  also  be  provided  for  the  most  recent 
interim  quarter  and  the  comparable  quarter 
of  the  preceding  fiscal  year. 


2.  Interim  financial  statements  must  include 
all  adfustments  which  in  the  opinion  of 
management  are  necessary  in  order  to  make 
the  financial  statements  not  misleading.  An 
affirmative  statement  that  the  financial 
statements  have  been  so  adjusted  must  be 
included  with  the  interim  financial 
statements. 

(1)  Condensed  format.  Interim 
financial  statements  may  be  condensed 
as  follows: 

(1)  Balance  sheets  should  include 
separate  captions  for  each  balance  sheet 
component  presented  in  the  annual 
financial  statements  which  represents 
10%  or  more  of  total  assets.  Cash  and 
retained  earnings  should  be  presented 
regardless  of  relative  significance  to 
total  assets.  Registrants  which  present  a 
classified  baleuice  sheet  in  their  annual 
financial  statements  should  present 
totals  for  current  assets  and  current 
liabilities. 

(ii)  Income  statements  should  include 
net  sales  or  gross  revenue,  each  cost  and 
expense  category  presented  in  the 
annual  financial  statements  which 
exceeds  20%  of  sales  or  gross  revenues, 
provision  for  income  taxes,  discontinued 
operations,  extraordinary  items  and 
cumulative  effects  of  changes  in 
accounting  principles  or  practices. 
(Financial  institutions  should  substitute 
net  interest  income  for  sales  for 
purposes  of  determining  items  to  be 
disclosed.)  Dividends  per  share  should 
be  presented. 

(iii)  Cash  flow  statements  should 
include  cash  flows  ffom  operating, 
investing  and  financing  activities  as  well 
as  cash  at  the  beginning  and  end  of  each 
period  and  the  increase  or  decrease  in 
such  balance. 

(iv)  Additional  line  items  may  be 
presented  to  facilitate  the  usefulness  of 
the  interim  financial  statements 
including  their  comparability  with 
annual  financial  statements. 

(2)  Disclosure  required  and  additional 
instructions  as  to  content — (i)  Footnotes. 
Footnote  and  other  disclosures  should 
be  provided  as  needed  for  fair 
presentation  and  to  ensure  that  the 
financial  statements  are  not  misleading. 

(ii)  Material  subsequent  events  and 
contingencies.  Disclosiure  must  be 
provided  of  material  subsequent  events 
and  material  contingencies 
notwithstanding  disclosure  in  the  annual 
financial  statements. 

(iii)  Significant  equity  investees. 

Sales,  gross  profit,  net  income  (loss) 
from  continuing  operations  and  net 
income  must  be  disclosed  for  equity 
investees  which  constitute  20%  or  more 
of  a  registrant’s  consolidated  assets, 
equity  or  income  from  continuing 
operations. 


(iv)  Significant  dispositions  and 
purchase  business  combinations.  If  a 
significant  disposition  or  purchase 
business  combination  has  occurred 
during  the  most  recent  interim  period 
and  the  transaction  required  the  filing  of 
a  Form  &-K  (8  249.308  of  this  chapter), 
pro  forma  data  must  be  presented  which 
reflects  revenue,  income  fi*om  continuing 
operations,  net  income  and  income  per 
share  for  the  current  interim  period  and 
the  corresponding  interim  period  of  the 
preceding  fiscal  year  as  though  the 
transaction  occurred  at  the  beginning  of 
the  periods. 

(v)  Material  accounting  changes. 
Disclosure  must  be  provided  of  the  date 
and  reasons  for  any  material  accounting 
change.  The  registrant’s  independent 
accountant  must  provide  a  letter  in  the 
first  Form  19-QSB  (§  249.308b  of  this 
chapter)  filed  subsequent  to  the  change 
indicating  whether  or  not  the  change  is 
to  a  preferable  method.  Disclosure  must 
be  provided  of  any  retroactive  change  to 
prior  period  financial  statements, 
including  the  effect  of  any  such  change 
on  income  and  income  per  share. 

(vi)  Development  stage  companies.  A 
registrant  in  the  development  stage  must 
provide  cumulative  from  inception 
financial  information. 

(c)  Financial  statements  of  businesses 
acquired  or  to  be  acquired.  (1)  Financial 
statements  for  the  periods  specified  in 
paragraph  (c)(3)  of  this  item  should  be 
furnished  if  any  of  the  following 
conditions  exist: 

(1)  Consummation  of  a  significant 
business  combination  accounted  for  as  a 
purchase  has  occurred  or  is  probable 
(the  term  “purchase”  encompasses  the 
purchase  of  an  interest  in  a  business 
accounted  for  by  the  equity  method):  or 

(ii)  Consummation  of  a  significant 
business  combination  to  be  accounted 
for  as  a  pooling  is  probable. 

(2)  A  business  combination  is 
considered  significant  if  a  comparison  of 
the  most  recent  aimual  financial 
statements  of  the  business  acquired  or 
to  be  acquired  and  the  small  business 
issuer’s  most  recent  annual  financial 
statements  filed  at  or  prior  to  the  date  of 
acquisition  indicates  ^at  the  business 
would  be  significant  pursuant  to  the 
conditions  specified  in  rule  405  of 
regulation  C  (8  230.405  of  this  chapter). 

(3) (i)  Financial  statements  shall  be 
furnished  for  the  periods  prior  to  the 
date  of  acquisition,  for  those  periods  for 
which  the  small  business  issuer  is 
required  to  furnish  financial  statements. 

(ii)  The  financial  statements  covering 
fiscal  years  shall  be  audited. 

(iii)  The  separate  audited  balance 
sheet  of  the  acquired  business  is  not 
required  when  the  small  business 
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issuer's  most  recent  audited  balance 
sheet  filed  is  for  a  date  after  the 
acquisition  was  consummated. 

(iv)  If  none  of  the  conditions  in  the 
definitions  of  significant  subsidiary  in 
rule  405  (§  230.405  of  this  chapter) 
exceeds  20%,  income  statements  of  the 
acquired  business  for  only  the  most 
recent  fiscal  year  and  any  interim  period 
need  be  filed. 

(4)  If  consummation  of  more  than  one 
transaction  has  occurred  or  is  probable, 
the  significance  tests  shall  be  made 
using  the  aggregate  impact  of  the 
businesses  and  the  financial  statements 
may  be  presented  on  a  combined  basis, 
if  appropriate. 

(d)  Pro  Forma  financial  information. 

(1)  Pto  forma  information  shall  be 
furnished  if  any  of  the  following 
conditions  exist  (for  purposes  of  this 
item,  the  term  “purchase”  encompasses 
the  purchase  of  an  interest  in  a  business 
accounted  for  by  the  equity  method): 

(1)  During  the  most  recent  Hscal  year 
or  subsequent  interim  period  for  which  a 
balance  sheet  is  required  by  paragraph 
(b)  of  this  item,  a  significant  business 
combination  accounted  for  as  a 
purchase  has  occurred: 

(ii)  After  the  date  of  the  most  recent 
balance  sheet  filed  pursuant  to 
paragraph  (a)  or  (b)  of  this  item, 
consummation  of  a  significant  business 
combination  accounted  for  as  a 
purchase  or  a  pooling  has  occurred  or  is 
probable. 

(2)  The  provisions  of  paragraphs  (c)(2) 
and  (4)  of  this  item  apply  to  this 
paragraph. 

(3)  Pro  forma  statements  should  be 
condensed,  in  columnar  form  showing 
pro  forma  adjustments  and  results  and 
should  include  the  following: 

(i)  If  the  transaction  was 
consummated  during  the  most  recent 
fiscal  year  or  subsequent  interim  period, 
pro  forma  statements  of  income 
reflecting  the  combined  operations  of 
the  entities  for  the  latest  fiscal  year  and 
interim  period,  if  any,  or; 

(ii)  If  consummation  of  the  transaction 
has  occurred  or  is  probable  after  the 
date  of  the  most  recent  balance  sheet 
required  by  paragraph  (a)  or  (b)  of  this 
item,  a  pro  forma  balance  sheet  giving 
effect  to  the  combination  as  of  the  date 
of  the  most  recent  balance  sheet.  For  a 
purchase,  pro  forma  statements  of 
income  reflecting  the  combined 
operations  of  the  entities  for  the  latest 
fiscal  year  and  interim  period,  if  any, 
and  for  a  pooling  of  interests,  pro  forma 
statements  of  income  for  all  periods  for 
which  income  statements  of  the  small 
business  issuer  are  required. 

(e)  Real  estate  operations  acquired  or 
to  be  acquired.  If,  during  the  period  for 
which  income  statements  are  required. 


the  small  business  issuer  has  acquired 
one  or  more  properties  which  in  the 
aggregate  are  significant,  or  since  the 
date  of  the  latest  balance  sheet  required 
by  paragraph  (a)  or  (b)  of  this  item,  has 
acquired  or  proposes  to  acquire  one  or 
more  properties  which  in  the  aggregate 
are  significant,  the  following  shall  be 
furnished  with  respect  to  such 
properties: 

(1)  Audited  income  statements  (not 
including  earnings  per  unit)  for  the  two 
most  recent  years,  which  shall  exclude 
items  not  comparable  to  the  proposed 
future  operations  of  the  property  such  as 
mortgage  interest,  leasehold  rental, 
depreciation,  corporate  expenses  and 
Federal  and  State  income  taxes; 
Provided,  however,  That  such  audited 
statements  need  be  presented  for  only 
the  most  recent  fiscal  year  if: 

(1)  The  property  is  not  acquired  from  a 
related  party; 

(ii)  Material  factors  considered  by  the 
small  business  issuer  in  assessing  the 
property  are  described  with  specificity 
in  the  registration  statement  with  regard 
to  the  property,  including  source  of 
revenue  (including,  but  not  limited  to, 
competition  in  the  rental  market, 
comparative  rents,  occupancy  rates)  and 
expenses  (including  but  not  limited  to, 
utilities,  ad  valorem  tax  rates, 
maintenance  expenses,  capital 
improvements  anticipated);  and 

(iii)  The  small  business  issuer 
indicates  that,  after  reasonable  inquiry, 
it  is  not  aware  of  any  material  factors 
relating  to  the  speciflc  property  other 
than  those  discussed  in  response  to 
paragraph  (e)(l)(ii)  of  this  item  that 
would  cause  the  reported  flnancial 
information  not  to  be  necessarily 
indicative  of  future  operating  results. 

(2)  If  the  property  will  be  operated  by 
the  small  business  issuer  a  statement 
shall  be  furnished  showing  the 
estimated  taxable  operating  results  of 
the  small  business  issuer  based  on  the 
most  recent  twelve  month  period 
including  such  adjustments  as  can  be 
factually  supported.  If  the  property  will 
be  acquired  subject  to  a  net  lease,  the 
estimated  taxable  operating  results  shall 
be  based  on  the  rent  to  be  paid  for  the 
first  year  of  the  lease.  In  either  case,  the 
estimated  amoimt  of  cash  to  be  made 
available  by  operations  shall  be  shown. 
Disclosure  must  be  provided  of  the 
principal  assumptions  which  have  been 
made  in  preparing  the  statements  of 
estimated  taxable  operating  results  and 
cash  to  be  made  available  by 
operations. 

(3)  If  appropriate  under  the 
circumstances,  a  table  should  be 
provided  which  shows,  for  a  limited 
number  of  years,  the  estimated  cash 
distribution  per  unit  indicating  the 


portion  reportable  as  taxable  income 
and  the  portion  representing  a  return  of 
capital  with  an  explanation  of  annual 
variations,  if  any.  If  taxable  net  income 
per  unit  will  be  greater  than  the  cash 
available  for  distribution  per  unit,  that 
fact  and  approximate  year  of  occurrence 
shall  be  stated,  if  significant. 

(f)  Limited  partnerships.  (1)  Small 
business  issuers  which  are  limited 
partnerships  must  provide  the  balance 
sheets  of  the  general  partners  as 
described  in  paragraphs  (f)(2)  through 

(4)  of  this  item. 

(2)  Where  a  general  partner  is  a 
corporation,  the  audited  balance  sheet 
of  the  corporation  as  of  the  end  of  its 
most  recently  completed  fiscal  year 
must  be  filed.  Receivables,  other  than 
trade  receivables,  from  affiliates  of  the 
general  partner  should  be  deducted  from 
shareholders’  equity  of  the  general 
partner.  Where  an  affiliate  has 
committed  itself  to  increase  or  maintain 
the  general  partner's  capital,  the  audited 
balance  sheet  of  such  affiliate  must  also 
be  presented. 

(3)  Where  a  general  partner  is  a 
partnership,  there  shall  be  filed  an 
audited  balance  sheet  of  such 
partnership  as  of  the  end  of  its  most 
recently  completed  fiscal  year. 

(4)  Where  the  general  partner  is  a 
natural  person,  there  shall  be  filed,  as 
supplemental  information,  a  balance 
sheet  of  such  natural  person  as  of  a 
recent  date.  Such  balance  sheet  need 
not  be  audited.  The  assets  and  liabilities 
should  be  carried  at  estimated  fair 
market  value,  with  provisions  for 
estimated  income  taxes  on  unrealized 
gains.  The  net  worth  of  such  general 
partner(s),  based  on  such  balance 
sheet(s),  singly  or  in  the  aggregate,  shall 
be  disclosed  in  the  registration 
statement. 

(g)  Age  of  financial  statements.  If 
required  financial  statements  are  as  of  a 
date  135  days  or  more  prior  to  the  date  a 
registration  statement  becomes  effective 
or  proxy  material  is  expected  to  be 
mailed,  the  financial  statements  shall  be 
updated  to  include  financial  statements 
for  an  interim  period  ending  within  135 
days  of  the  effective  or  expected  mailing 
date.  Interim  financial  statements 
should  be  prepared  and  presented  in 
accordance  with  paragraph  (b)  of  this 
item: ' 

(1)  When  the  anticipated  effective  or 
mailing  date  falls  within  45  days  after 
the  end  of  the  fiscal  year,  the  filing  may 
include  financial  statements  only  as 
current  as  the  end  of  the  third  fiscal 
quarter;  Provided,  however.  That  if  the 
audited  financial  statements  for  the 
recently  completed  fiscal  year  are 
available  or  become  available  prior  to 
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effectiveness  or  mailing,  they  must  be 
included  in  the  filing; 

(2)  If  the  effective  date  or  anticipated 
mailing  date  falls  after  45  days  but 
within  90  days  of  the  end  of  the  small 
business  issuer’s  fiscal  year,  the  small 
business  issuer  is  not  required  to 
provide  the  audited  financial  statements 
for  such  year  end  provided  that  the 
following  conditions  are  met: 

(1)  The  small  business  issuer  is  a 
reporting  company  and  all  reports  due 
have  been  filed; 

(ii)  For  the  most  recent  fiscal  year  for 
which  audited  financial  statements  are 
not  yet  available,  the  small  business 
issuer  reasonably  and  in  good  faith 
expects  to  report  income  from 
continuing  operations  before  taxes;  and 

(iii)  For  at  least  one  of  the  two  Hscal 
years  immediately  preceding  the  most 
recent  fiscal  year  the  small  business 
issuer  reported  income  from  continuing 
operations  before  taxes. 

§  228.401  (Item  401)  Directors,  sxscutivs 
ofhcsrs,  promoters  and  control  persons. 

(a)  Identify  directors  and  executive 
officers.  (1)  List  the  names  and  ages  of 
all  directors  and  executive  officers  and 
all  persons  nominated  or  chosen  to 
become  such  (however  do  not  name  any 
such  person  who  has  not  consented  to 
act  as  a  director  or  executive  officer); 

(2)  List  the  positions  and  offices  that 
each  such  person  held  with  the  small 
business  issuer, 

(3)  Give  the  person’s  term  of  office 
and  the  period  during  which  the  person 
has  served; 

(4)  Briefly  describe  the  person’s 
business  experience  during  the  past  five 
years;  and 

(5)  If  a  director,  identify  other 
directorships  held  naming  the  company. 

(b)  Identify  significant  employees. 

Give  the  information  speciBed  in 
paragraph  (a)  of  this  item  for  each 
person  who  is  not  an  executive  officer 
but  who  is  expected  by  the  small 
business  issuer  to  make  a  signiHcant 
contribution  to  the  business. 

(c)  Family  relationships.  Describe  any 
family  relationships  between  directors, 
executive  officers,  or  persons  nominated 
or  chosen  by  the  small  business  issuer 
to  become  directors  or  executive 
officers. 

(d)  Involvement  in  certain  legal 
proceedings.  Describe  any  of  the 
following  events  that  occurred  during 
the  past  five  years  that  are  material  to 
an  evaluation  of  the  ability  or  integrity 
of  any  director,  person  nominated  to 
become  a  director,  executive  officer, 
promoter  or  control  person  of  the  small 
business  issuer: 

(1)  Any  bankruptcy  petition  filed  by  or 
against  any  business  of  which  such 


person  was  a  general  partner  or 
executive  officer  either  at  the  time  of  the 
bankruptcy  or  within  two  years  prior  to 
that  time: 

(2)  The  person  was  convicted  in  a 
criminal  proceeding  or  is  the  subject  of  a 
pending  criminal  proceeding  (excluding 
traffic  violations  and  other  minor 
offenses); 

(3)  The  person  was  the  subject  of  any 
order,  jud^ent,  or  decree,  not 
subsequently  reversed,  suspended  or 
vacated,  of  any  court  of  competent 
jurisdiction,  permanently  or  temporarily 
enjoining,  barring,  suspending  or 
otherwise  limiting  his  involvement  in 
any  type  of  business,  securities  or 
banking  activities;  and 

(4)  The  person  was  found  by  a  court  of 
competent  jurisdiction  (in  a  civil  action), 
the  Commission  or  the  Commodity 
Futures  Trading  Commission  to  have 
violated  a  federal  or  state  securities  or 
commodities  law,  and  the  judgment  has 
not  been  reversed,  suspended,  or 
vacated. 

§  228.402  (Item  402)  Executive 
compensation. 

(a)  Cash  compensation.  Complete  the 
following  table  and  include  all  cash 
compensation  paid  or  to  be  paid  to  the 
following  persons  for  services  rendered 
in  all  capacities  to  the  small  business 
issuer  during  the  last  fiscal  yean 

(1)  Each  of  the  small  business  issuer’s 
five  most  highly  paid  executive  officers 
whose  cash  compensation  exceeds 
$60,000,  giving  their  names;  and 

(2)  All  executive  officers  as  a  group, 
stating  the  number  of  persons  in  the 
group  without  naming  them. 

Cash  Compensation  Table 

ABC 


Name  of 

individual  or  Capacities  in  Cash 

number  in  which  served  compensation 

group 


Instructions  to  Item  402(a) 

1.  This  table  shall  include: 

(a)  All  cash  bonuses  paid  or  to  be  paid  for 
all  services  rendered  during  the  last  fiscal 
year  unless  the  amounts  have  not  been 
allocated  at  the  time  of  filing  the  registration 
statement  or  report  and 

(b)  All  compensation  that  would  have  been 
paid  in  cash  but  was  deferred. 

2.  Paragraph  (a)  of  this  item  applies  to  any 
person  who  was  an  executive  officer  at  any 
time  in  the  most  recent  fiscal  year.  However, 
information  need  not  be  given  for  any  part  of 
that  year  during  which  a  person  was  not  an 
executive  officer  of  the  small  business  issuer, 
if  it  so  states. 

(b)(1)  Compensation  under  plans. 
Describe  briefly  all  plans  under  which 


the  small  business  issuer  paid  or 
distributed  cash  or  non-cash 
compensation  during  the  most  recent 
fiscal  year  and  all  plans  under  which  the 
small  business  issuer  proposes  to  pay  or 
distribute  cash  or  non-cash 
compensation  in  the  future  to  the 
individuals  and  group  named  in 
paragraph  (a)  of  this  item.  State  the 
amounts  provided.  No  information  need 
be  given  fon 

(1)  Any  plans  that  do  not  discriminate 
in  favor  of  officers  or  directors  and  that 
are  available  to  all  salaried  employees; 
or 

(ii)  Any  pension  or  retirement  benefits 
where  amounts  to  be  paid  are  computed 
on  an  actuarial  basis  under  any  plan 
that  provides  for  fixed  benefits  for 
retirement  at  a  specified  age  or  after  a 
specified  number  of  years  of  service. 

(2)  Stock  option  plans,  (i)  For  stock 
options  granted  during  the  last  fiscal 
year,  infficate: 

(A)  the  title  and  amount  of  securities 
subject  to  options; 

(B)  the  average  per  share  exercise 
price;  and 

(C)  if  the  exercise  price  was  less  than 
100  percent  of  the  market  value  of  the 
security  on  the  date  of  grant,  so  state 
and  give  the  maricet  price  on  such  date. 

(ii)  For  stock  options  exercised  during 
the  last  fiscal  year,  regardless  of  the 
year  that  the  small  business  issuer 
granted  the  options,  give  the  net  value 
realized  upon  the  exercise,  calculated  by 
subtracting  the  exercise  price  from  the 
market  value. 

(c)  Other  compensation.  Give  the 
amount  and  a  description  of  any  other 
compensation  paid  or  distributed  during 
the  last  fiscal  year  to  the  named 
individuals  and  group  specified  in 
paragraph  (a)  of  this  Item.  The 
compensation  shall  be  valued  on  the 
basis  of  the  issuers’  aggregate 
incremental  cost.  No  information  need 
be  provided  if: 

(1)  For  any  individual,  the  total 
amount  of  such  other  compensation  is 
less  than  $25,000  or  10%  of  the 
compensation  reported  in  the  Cash 
Compensation  Table  for  that  person;  or 

(2)  For  the  group,  the  total  amount  of 
such  other  compensation  is  the  lessor  of 
$25,000  times  the  number  of  persons  in 
the  group  or  10%  of  the  compensation 
reported  in  the  Cash  Compiensation 
Table  for  the  group  under  paragraph  (a) 
of  this  Item  and  a  statement  to  that 
effect  is  made. 

(d)  Compensation  of  directors. 
Describe  and  give  the  amounts  of  all 
compensation  received  by  directors  of 
the  small  business  issuer  for  all  services 
as  a  director. 
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§  228.403  (Item  403)  Security  ownership  of  below*for  any  person  (including  any 
certain  beneficial  osmers  and  management  “group”)  who  is  known  to  the  small 

(a)  Security  ownership  of  certain  business  issuer  to  be  the  benehcial 

beneficial  owners.  Complete  the  table  owner  of  more  than  5  percent  of  any 


class  of  the  small  business  issuer’s 
voting  securities. 


(1) 

Title  of  class 


(2)  (3) 

Name  and  address  of  beneTidal  owner  Amount  and  nature  of  beneficial  owner 


W 

Percent  of  class 


(b)  Security  ownership  of 
management.  Complete  the  following 
table  for  each  class  of  equity  securities 


of  the  small  business  issuer  or  its  parent 
beneficially  owned  by  all  directors  and 
nominees,  naming  them,  and  directors 


and  officers  of  the  small  business  issuer 
as  a  group,  without  naming  them. 


(1) 

Title  of  class 


(2)  (3) 

Name  and  address  of  beneficial  owner  Amount  and  nature  of  beneficial  owner 


(4) 

Percent  of  class 


(c)  Changes  in  control.  Describe  any 
arrangements  which  may  result  in  a 
change  in  control  of  the  small  business 
issuer. 

Instructions  to  Item  403 

1.  Of  the  number  of  shares  shown  in 
column  (3)  of  paragraphs  (a)  and  (b)  of  this 
Item,  state  in  a  footnote  the  amount  which 
the  listed  beneficial  owner  has  the  right  to 
acquire  within  sixty  days,  from  options, 
warrants,  rights,  conversion  privilege  or 
similar  obligations. 

2.  Where  persons  hold  more  than  5%  of  a 
class  under  a  voting  trust  or  similar 
agreement,  provide  the  following: 

(a)  The  title  of  such  securities; 

(b)  The  amount  that  they  hold  under  the 
trust  or  agreement  (if  not  clear  from  the 
table); 

(c)  The  duration  of  the  agreement; 

(d)  The  names  and  addresses  of  the  voting 
trustees;  and 

(e)  A  brief  outline  of  the  voting  rights  and 
other  powers  of  the  voting  trustees  under  the 
trust  or  agreement. 

3.  Calculate  the  percentages  on  the  basis  of 
the  amount  of  outstanding  securities  (not 
including  securities  held  by  or  for  tlie  account 
of  the  small  business  issuer).  Securities  that 
are  subject  to  options,  warrants,  rights, 
conversion  privilege  or  similar  obligations 
that  provide  the  holder  with  the  right  to 
acquire  beneficial  ownership  of  that  security 
within  sixty  days  shall  be  “outstanding.” 

4.  In  this  Item,  a  beneficial  owner  of  a 
security  means: 

(a)  Any  person  who,  directly  or  indirectly, 
through  any  contract,  arrangement, 
understanding,  relationship  or  otherwise  has 
or  shares: 

(1)  Voting  power,  which  includes  the  power 
to  vote,  or  to  direct  the  voting  of.  such 
security:  or 

(2)  Investment  power,  which  includes  the 
power  to  dispose,  or  to  direct  the  disposition 
of,  such  security. 

(b)  Any  person  who,  directly  or  indirectly, 
creates  or  uses  a  trust,  proxy,  power  of 
attorney,  pooling  arrangement  or  any  other 
contract,  arrangement  or  device  with  the 


purpose  or  effect  of  divesting  such  person  of 
beneficial  ownership  of  a  security  or 
preventing  the  vesting  of  such  beneHcial 
ownership. 

5.  All  securities  of  the  same  class 
beneHcially  owned  by  a  person,  regardless  of 
the  form  that  such  beneHcial  ownership 
takes,  shall  be  totaled  in  calculating  the 
number  of  shares  beneficially  owned  by  such 
person. 

6.  The  small  business  issuer  is  responsible 
for  knowing  the  contents  of  any  statements 
filed  with  the  Commission  under  section  13(d) 
or  13(g)  of  the  Exchange  Act  concerning  the 
beneficial  ownership  of  securities  and  may 
rely  upon  the  information  in  such  statements 
unless  it  knows  or  has  reason  to  believe  that 
the  information  is  not  complete  or  accurate. 

7.  The  term  group  means  two  or  more 
persons  acting  as  a  partnership,  syndicate,  or 
other  group  for  the  purpose  of  acquiring, 
holding  or  disposing  of  securities  of  an  issuer. 

8.  Where  the  small  business  issuer  lists 
more  than  one  beneficial  owner  for  the  same 
securities,  adequate  disclosure  should  be 
included  to  avoid  confusion. 

§  228.404  (Item  404)  Certain  relationsNpe 
and  related  transactions. 

(a)  Describe  any  transaction  during 
the  last  two  years,  or  proposed 
transactions,  to  which  the  small 
business  issuer  was  or  is  to  be  a  party, 
in  which  any  of  the  following  persons 
had  or  is  to  have  a  direct  or  indirect 
material  interest.  Give  the  name  of  the 
person,  the  relationship  to  the  issuer, 
nature  of  the  person’s  interest  in  the 
transaction  and,  the  amount  of  such 
interest 

(1)  Any  director  or  executive  officer  of 
the  small  business  issuer, 

(2)  Any  nominee  for  election  as  a 
director, 

(3)  Any  security  holder  named  in 
response  to  item  403  (S  228.403);  and 

(4)  Any  member  of  the  immediate 
family  (including  spouse,  parents, 
children,  siblings,  and  in-laws]  of  any  of 


the  persons  in  paragraph  (a)(1),  (2)  or  (3) 
of  this  Item. 

(b)  No  information  need  be  included 
for  any  transaction  where: 

(1)  Competitive  bids  determine  the 
rates  or  charges  involved  in  the 
transaction; 

(2)  The  transaction  involves  services 
at  rates  or  charges  fixed  by  law  or 
governmental  authority; 

(3)  The  transaction  involves  services 
as  a  bank  depositary  of  funds,  transfer 
agent,  registrar,  trustee  under  a  trust 
indenture,  or  similar  services; 

(4)  The  amount  involved  in  the 
transaction  or  a  series  of  similar 
transactions  does  not  exceed  $60,000;  or 

(5)  The  interest  of  the  person  arises 
solely  from  the  ownership  of  securities 
of  the  small  business  issuer  and  the 
person  receives  no  extra  or  special 
benefit  that  was  not  shared  equally  (pro 
rata)  by  all  holders  of  securities  of  the 
class. 

(c)  List  all  parents  of  the  small 
business  issuer  showing  the  basis  of 
control  and  as  to  each  parent,  the 
percentage  of  voting  securities  owned  or 
other  basis  of  control  by  its  immediate 
parent  if  any. 

(d)  Transactions  with  promoters. 
Issuers  organized  within  the  past  five 
years  shall: 

(1)  State  the  names  of  the  promoters, 
the  nature  and  amount  of  anything  of 
value  (including  money,  property, 
contracts,  options  or  rights  of  any  kind) 
received  or  to  be  received  by  each 
promoter,  directly  or  indirectly,  from  the 
issuer  and  the  nature  and  amount  of  any 
assets,  services  or  other  consideration 
therefore  received  or  to  be  received  by 
the  registrant;  and 

(2)  As  to  any  assets  acquired  or  to  be 
acquired  firom  a  promoter,  state  the 
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amount  at  which  the  assets  were 
acquired  or  are  to  be  acquired  and  the 
principle  followed  or  to  be  followed  in 
determining  such  amount  and  identify 
the  persons  making  the  determination 
and  their  relationship,  if  any,  with  the 
registrant  or  any  promoter.  If  the  assets 
were  acquired  by  the  promoter  within 
two  years  prior  to  their  transfer  to  the 
issuer,  also  state  the  cost  thereof  to  the 
promoter. 

Instructions  to  Item  404 

1.  A  person  does  not  have  a  material 
indirect  interest  in  a  transaction  within  the 
meaning  of  this  Item  where: 

(a)  The  interest  arises  only: 

(1)  From  such  person's  position  as  a 
director  of  another  corporation  or 
organization  (other  than  a  partnership]  which 
is  a  party  to  the  transaction  and/or 

(2)  From  the  total  (direct  or  indirect)  by  all 
specified  persons  of  less  than  a  10%  equity 
interest  in  another  person  (other  than  a 
partnership)  which  is  a  party  to  the 
transaction; 

(b)  The  interest  arises  only  from  such 
person's  position  as  a  limited  partner  in  a 
partnership  in  which  he  and  all  other 
specified  persons  had  an  interest  of  less  than 
10  percent;  or 

(c)  The  interest  of  such  person  arises  solely 
from  holding  an  equity  interest  (but  not  a 
general  partnership  interest)  or  a  creditor 
interest  in  another  person  that  is  a  party  to 
the  transaction  and  the  transaction  is  not 
material  to  such  other  person. 

2.  Include  information  for  any  material 
underwriting  discounts  and  commissions 
upon  the  sale  of  securities  by  the  small 
business  issuer  where  any  of  the  specified 
persons  was  or  is  to  be  a  principal 
underwriter  or  is  a  controlling  person  or 
member  of  a  firm  that  was  or  is  to  be  a 
principal  underwriter. 

3.  As  to  any  transaction  involving  the 
purchase  or  sale  of  assets  by  or  to  the  small 
business  issuer  otherwise  than  in  the 
ordinary  course  of  business,  state  the  cost  of 
the  assets  to  the  purchase  and  if  acquired  by 
the  seller  within  two  years  before  the 
transaction,  the  cost  thereof  to  the  seller. 


S  228.405  (Item  405)  Compliance  with 
section  16(a)  of  the  Exchange  Act 

Every  small  business  issuer  that  has  a 
class  of  equity  securities  registered 
pursuant  to  section  12  of  the  Exchange 
Act  (15  U.S.C.  78/)  shall: 

(a)  Based  solely  upon  a  review  of 
Forms  3  and  4  (§§  249.103  and  249.104  of 
this  chapter]  and  amendments  thereto 
furnished  to  the  registrant  under  Rule 
16a-3(d)  (§  240.16a-3(e)  of  this  chapter) 
during  its  most  recent  fiscal  year  and 
Forms  5  and  amendments  thereto 

{§  249.105  of  this  chapter)  furnished  to 
the  registrant  with  respect  to  its  most 
recent  Hscal  year,  and  any  written 
representation  referred  to  in  paragraph 
(b)(2){i)  of  this  item; 

(1)  Identify  each  person  who,  at  any 
time  during  the  fiscal  year,  was  a 
director,  ofHcer,  beneficial  owner  of 
more  than  ten  percent  of  any  class  of 
equity  securities  of  the  registrant 
registered  pursuant  to  section  12 
("reporting  person")  that  failed  to  tile  on 
a  timely  basis,  as  disclosed  in  the  above 
Forms,  reports  required  by  section  16(a) 
during  the  most  recent  fiscal  year  or 
prior  years. 

(2)  For  each  such  person,  set  forth  the 
number  of  late  reports,  the  number  of 
transactions  that  were  not  reported  on  a 
timely  basis,  and  any  known  failure  to 
tile  a  required  Form. 

Note:  The  disclosure  requirement  is  based 
on  a  review  of  the  forms  submitted  to  the 
registrant  during  and  with  respect  to  its  most 
recent  tiscal  year,  as  specified  above. 
Accordingly,  a  failure  to  file  timely  need  only 
be  disclosed  once.  For  example,  if  in  the  most 
recently  concluded  fiscal  year  a  reporting 
person  Hied  a  Form  4  disclosing  a  transaction 
that  took  place  in  the  prior  fiscal  year,  and 
should  have  been  reported  in  that  year,  the 
registrant  should  disclose  that  late  filing  and 
transaction  pursuant  to  this  Item  for  the  most 
recent  fiscal  year,  but  not  in  material  filed 
with  respect  to  subsequent  years. 

(b)  With  respect  to  the  disclosure 
required  by  paragraph  (a)  of  this  Item: 

(1)  A  form  received  by  the  registrant 
within  three  calendar  days  of  the 


Required  tiling  date  may  be  presumed  to 
have  been  tiled  with  the  Commission  by 
the  required  tiling  date. 

(2)  If  the  registrant: 

(i)  Receives  a  written  representation 
from  the  reporting  person  that  no  Form  5 
is  required;  and 

(ii)  Maintains  the  representation  for 
two  years,  making  a  copy  available  to 
the  Commission  or  its  staff  upon 
request,  the  registrant  need  not  identify 
such  reporting  person  pursuant  to 
paragraph  (a)  of  this  item  as  having 
failed  to  tile  a  Form  5  with  respect  to 
that  fiscal  year. 

§  228.501  (Item  501)  Front  of  registration 
statement  and  outside  front  cover  of 
prospectus. 

(а)  On  the  outside  front  cover  page  of 
prospectus,  give  the  following 
information: 

(1)  Name  of  the  small  business  issuer; 

(2)  Title,  amount  and  description  of 
securities  offered; 

(3)  If  there  are  selling  security  holders, 
a  statement  to  that  effect; 

(4)  Cross  reference  to  the  risk  factors 
section  of  the  prospectus; 

(5)  The  following  statement  in  capital 
letters: 

THESE  SECURITIES  HAVE  NOT  BEEN 
APPROVED  OR  DISAPPROVED  BY  THE 
SECURITIES  AND  EXCHANGE 
COMMISSION  NOR  HAS  THE 
COMMISSION  PASSED  UPON  THE 
ACCURACY  OR  ADEQUACY  OF  THIS 
PROSPECTUS.  ANY  REPRESENTATION  TO 
THE  CONTRARY  IS  A  CRIMINAL 
OFFENSE. 

(б)  If  the  small  business  issuer  is  not 
reporting  and  a  preliminary  prospectus 
will  be  circulated,  a  bona  fide  estimate 
of  the  range  of  the  maximum  offering 
price  and  maximum  number  of  shares  or 
other  units  of  securities  to  be  offered,  or 
a  bona  fide  estimate  of  the  principal 
amount  of  debt  securities  to  be  offered: 

(7)  The  following  table  as  to  all 
securities  to  be  registered  (estimated,  if 
necessary): 


Price  to 
public 

Underwriting 

discounts 

and 

commis¬ 

sions 

Proceeds  to 
issuer  or 
other 
persons 

Other 

expenses  of 
issuance 
and 

distribution 

Total  mMinum . 

Total  maximum . 

The  "total  minimum"  and  "total 
maximum”  items  are  required  only  if  the 
offering  is  made  on  a  best  efforts  basis. 
If  so,  disclose  in  the  summary  section 
(or  on  the  cover  page  if  material):  The 


date  the  offering  will  end;  any  minimum 
purchase  requirement  and  any 
arrangements  to  place  funds  in  an 
escrow,  trust,  or  similar  account.  If  there 
is  an  over-allotment  option,  the 


maximum-minimum  information  must  be 
based  on  the  purchase  of  all  or  none  of 
the  shares  subject  to  that  option; 

(8)  If  a  prospectus  will  be  used  before 
the  effective  date  of  the  registration 
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statement  (or,  prior  to  the  determination 
of  the  initiai  public  offering  price  in  the 
case  of  a  prospectus  that  omits 
information  as  permitted  by  rule  430A 
under  the  Securities  Act  (§  230.430A  of 
this  chapter)),  include,  in  red  ink.  the 
caption  “Subject  to  Completion,”  the 
date  of  its  issuance,  and  the  following 
statement  printed  in  type  as  large  as 
that  generally  used  in  the  body  of  the 
prospectus: 

Information  contained  herein  is  subject  to 
completion  or  amendment.  A  registration 
statement  relating  to  these  securities  has 
been  filed  with  the  Securities  and  Exchange 
Commission.  These  securities  may  not  be 
sold  nor  may  offers  to  buy  be  accepted  prior 
to  the  time  the  registration  statement 
becomes  effective.  This  prospectus  shall  not 
constitute  an  offer  to  sell  or  the  solicitation  of 
an  offer  to  buy  nor  shall  there  be  any  sale  of 
these  securities  in  any  State  in  which  such 
offer,  solicitation  or  sale  would  be  unlawful 
prior  to  registration  or  qualification  under  the 
securities  laws  of  any  such  State. 

(9)  Any  legend  or  information  required 
by  the  law  of  any  State  in  which  the 
securities  are  to  be  offered;  and 

(10)  The  date  of  the  prospectus. 

§  228.S02  (Item  502)  Inside  front  and 
outside  back  cover  pages  of  prospectus. 

On  the  inside  front  cover  page  of  the 
prospectus  (or  on  the  outside  back  cover 
page  for  paragraphs  (e)  and  (f)  of  this 
Item)  disclose  the  following: 

(a) (1)  Available  information.  State 
whether  or  not  the  small  business  issuer 
is  a  reporting  company. 

(2)  If  the  small  business  issuer  is  a 
reporting  company,  state  that  the  reports 
and  other  information  Hied  by  the  small 
business  issuer  may  be  inspected  and 
copied  at  the  public  reference  facilities 
of  the  Commission  in  Washington,  DC, 
and  at  some  of  its  Regional  Offices, 
(include  addresses),  and  that  copies  of 
such  material  can  be  obtained  from  the 
Public  Reference  Section  of  the 
Commission,  Washington,  DC  20549  at 
prescribed  rates;  and 

(3)  Name  any  national  securities 
exchange  on  w^ich  the  small  business 
issuer’s  securities  are  listed  and  state 
that  reports  and  other  information 
concerning  the  small  business  issuer  can 
be  inspected  at  such  exchanges. 

(b)  Reports  to  security  holders.  Where 
a  small  business  issuer  is  not  required  to 
deliver  an  annual  report  to  security 
holders,  indicate  whether  voluntary 
reports  will  be  sent  and.  if  so.  the 
frequency  of  such  reports  and  whether 
they  will  include  audited  ffnemcial 
statements. 

(c)  Incorporation  by  reference.  State 
that  small  business  issuer  will  provide 
without  charge  to  each  person  who 
receives  a  prospectus,  upon  written  or 
oral  request  of  such  person,  a  copy  of 


any  of  the  information  that  was 
incorporated  by  reference  in  the 
prospectus  (not  including  exhibits  to  the 
information  that  is  incorporated  by 
reference  unless  the  exhibits  are 
themselves  specifically  incorporated  by 
reference)  and  the  address  (including 
title  or  department)  and  telephone 
number  to  which  such  a  request  is  to  be 
directed. 

(d)  Stabilization,  (1)  Include  the 
following  statement,  if  true: 

IN  CONNECTION  WITH  THIS  OFFERING. 
THE  UNDERWRITERS  MAY  OVER-ALLOT 
OR  EFFECT  TRANSACTIONS  WHICH 
STABIUZE  OR  MAINTAIN  THE  MARKET 
PRICE  OF  (IDENTIFY  EACH  CLASS  OF 
SECURITIES  IN  WHICH  SUCH 
TRANSACTIONS  MAY  BE  EFFECTED)  AT 
A  LEVEL  ABOVE  THAT  WHICH  MIGHT 
OTHERWISE  PREVAIL  IN  THE  OPEN 
MARKET.  SUCH  TRANSACTIONS  MAY  BE 
EFFECrmD  ON  (IDENTIFY  EACH 
EXCHANGE  ON  WHICH  STABILIZING 
TRANSACTIONS  MAY  BE  EFFECTED:  IF 
NONE,  OMIT  THIS  SENTENCE.)  SUCH 
STABILIZING.  IF  COMMENCED.  MAY  BE 
DISCONTINUED  AT  ANY  TIME. 

(2)  If  the  stabilizing  began  before  the 
effective  date  of  the  registration 
statement,  state  the  amount  of  seciu'ities 
bought,  the  prices  at  which  they  were 
bought  and  the  period  within  which  they 
were  bought.  In  the  event  that  Rule  430A 
under  the  Securities  Act  (§  230.430A  of 
this  chapter)  is  used,  the  final 
prospectus  must  include  information  as 
to  stabilizing  transactions  before  the 
public  offering  price  was  set. 

(3)  If  the  securities  are  to  be  offered  to 
existing  security  holders  pursuant  to 
warrants  or  rights  and  any  securities  not 
taken  by  security  holders  are  to  be 
reoffered  to  the  public  after  the 
expiration  of  the  rights  offering  period, 
state  in  the  prospectus  used  to  reoffer 
the  securities: 

(i)  The  amount  of  securities  bought  in 
stabilization  activities  during  the  rights 
offering  period  and  the  price  or  range  of 
prices  at  which  such  securities  were 
bought; 

(ii)  The  amount  of  the  offered 
securities  subscribed  for  during  such 
period; 

(iii)  The  amount  of  the  offered 
securities  subscribed  for  by  the 
underwriters  during  such  period; 

(iv)  The  amount  of  the  offered 
securities  sold  during  such  period  by  the 
underwriters  and  the  price,  or  range  of 
prices,  at  which  such  securities  were 
sold;  and 

(v)  The  amount  of  the  offered 
securities  to  be  reoffered  to  the  public 
and  the  public  offering  price. 

(e)  Delivery  of  prospectuses  by 
dealers.  The  following  legend  shall  be 
printed  in  bold-face  or  italic  type: 


Until  (insert  date)  all  dealers  effecting 
transactions  in  the  registered  securities, 
whether  or  not  participating  in  this 
distribution,  may  be  required  to  deliver  a 
prospectus.  This  is  in  addition  to  the 
obligation  of  dealers  to  deliver  a  prospectus 
when  acting  as  underwriters  and  with  respect 
to  their  unsold  allotments  or  subscriptions. 

The  date  to  be  inserted  should  be 
determined  by  reference  to  section  4(3) 
of  the  Securities  Act  and  rule  174 
(§  230.174  of  this  chapter). 

(f)  Table  of  contents.  Include  a 
detailed  table  of  contents  showing  the 
various  sections  or  subdivisions  of  the 
prospectus  and  the  page  number  on 
which  each  such  section  or  subdivision 
begins. 

S  228.503  (Item  503)  Summary  Information 
and  risk  factors. 

(a)  Summary.  A  summary  of  the 
information  contained  in  the  prospectus 
where  the  length  and  complexity  of  the 
prospectus  m^e  a  summary  useful. 

(b)  Address  and  telephone  number.  In 
the  loginning  of  the  prospectus  the 
complete  mailing  address  and  the 
telephone  number  of  their  principal 
executive  o^ces. 

(c)  Risk  factors.  Immediately 
following  the  cover  page  of  the 
prospectus  or  the  summary  section, 
discuss  the  factors  that  make  the 
offering  speculative  or  risky.  These 
factors  may  include  no  operating 
history,  no  recent  profit  from  operations, 
poor  ffnancial  position,  the  kind  of 
business  in  which  the  small  business 
issuer  is  engaged  or  proposes  to  engage, 
or  no  market  for  the  small  business 
issuer’s  securities. 

S  228.504  (Item  504)  Use  of  proceeds. 

State  how  the  net  proceeds  of  the 
offering  will  be  used,  indicating  the 
amount  to  be  used  for  each  purpose  and 
the  priority  of  each  purpose,  if  all  of  the 
securities  are  not  sold.  If  all  or  a 
substantial  part  of  the  proceeds  are  not 
allocated  for  a  speciffc  purpose,  so  state 
and  discuss  the  principal  reasons  for  the 
offering. 

Instructions  to  Item  504 
.  1.  If  a  material  amount  of  proceeds  will 
discharge  debt  state  the  interest  rate  and 
maturity.  If  that  debt  was  incurred  within  one 
year,  describe  the  use  of  the  proceeds  of  that 
debt  other  than  short-term  borrowings  used 
for  working  capital 

2.  If  any  material  amount  of  the  proceeds  is 
to  be  used  to  acquire  assets  or  finance  the 
acquisitions  of  other  businesses,  describe  the 
assets  or  businesses  and  identify  the  persons 
from  whom  they  will  be  bought.  State  the 
cost  of  the  assets  and,  where  such  assets  are 
to  be  acquired  from  affiliates  of  the  small 
business  issuer  or  their  associates,  give  the 
names  of  the  persons  from  whom  they  are  to 
be  acquired  and  set  forth  the  principle 
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followed  in  determining  the  cost  to  the  small 
business  issuer. 

§  228.505  (Item  505)  Determination  of 
offering  price. 

(a)  If  there  is  no  established  public 
trading  market  for  the  common  stock 
being  registered  or  if  there  is  a 
significant  difference  between  the 
offering  price  and  the  market  price  of 
the  stock,  give  the  factors  that  were 
considered  in  determining  the  offering 
price.  (Sporadic  trades  do  not  constitute 
a  public  trading  market.) 

(b)  If  warrants,  rights  and  convertible 
securities  are  being  registered  and  there 
is  no  public  trading  market  for  the 
underlying  securities,  describe  the 
factors  considered  in  determining  the 
exercise  or  conversion  price. 

§228.506  (Item  506)  Dilution. 

(a)  If  the  small  business  issuer  is  not  a 
reporting  company  and  is  selling 
common  stock  at  a  price  significantly 
less  than  the  price  paid  by  officers, 
directors,  promoters  and  affiliated 
persons  for  common  stock  purchased  by 
them  during  the  past  five  years  (or 
which  they  have  rights  to  purchase), 
compare  these  prices. 

(b)  If  paragraph  (a)  of  this  Item 
applies  and  the  issuer  had  losses  in  each 
of  its  last  three  Hscal  years  and  there  is 
a  material  dilution  of  the  purchasers’ 
equity  interest,  disclose  the  following: 

(1)  The  net  tangible  book  value  per 
share  before  and  after  the  distribution; 

(2)  The  amount  of  the  increase  in  such 
net  tangible  book  value  per  share 
attributable  to  the  cash  payments  made 
by  purchasers  of  the  shares  being 
offered;  and 

(3)  The  amount  of  the  immediate 
dilution  from  the  public  offering  price 
which  will  be  absorbed  by  such 
purchasers. 

§  228.507  (Item  507)  Selling  security 
holders. 

If  security  holders  of  a  small  business 
issuer  is  offering  securities,  name  each 
selling  security  holder,  state  any 
position,  office,  or  other  material 
relationship  which  the  selling  security 
holder  has  had  within  the  past  three 
years  with  the  small  business  issuer  or 
any  of  its  predecessors  or  affiliates,  and 
state  the  amount  of  securities  of  the 
class  owned  by  such  security  holder 
before  the  offering,  the  amount  to  be 
offered  for  the  security  holder's  account, 
the  amount  and  (if  one  percent  or  more) 
the  percentage  of  the  class  to  be  owned 
by  such  security  holder  after  the  offering 
is  complete. 

§228.508  (Item  508)  Plan  of  distribution. 

(a)  Underwriters  and  underwriting 
obligation.  If  the  securities  are  to  be 


offered  through  underwriters,  name  the 
principal  imderwriters,  and  state  the 
respective  amounts  underwritten. 

Identify  each  such  underwriter  having  a 
material  relationship  with  the  small 
business  issuer  and  state  the  nature  of 
the  relationship.  State  the  nature  of  the 
obligation  of  the  underwriter(s)  to  take 
the  securities,  i.e.,  firm  commitment, 
best  efforts. 

(b)  New  underwriters.  Describe  the 
business  experience  of  managing  or 
principal  underwriters  that  have  been  in 
business  less  than  three  years,  state 
their  principal  business  Action  and 
identify  any  material  relationships 
between  the  promoters  of  the  issuer  and 
the  underwriter(s).  This  information 
need  not  be  given  if: 

(1)  The  issuer  is  a  reporting  company; 
and 

(2)  An  offering  has  no  material  risks. 

(c)  Other  distributions.  Outline  briefly 
the  plan  of  distribution  of  any  securities 
to  be  registered  that  are  to  be  offered 
otherwise  than  through  underwriters. 

(d)  Underwriter’s  representative  on 
board  of  directors.  Describe  any 
arrangement  whereby  the  underwriter 
has  the  right  to  designate  or  nominate  a 
member  or  members  of  the  board  of 
directors  of  the  small  business  issuer. 
Identify  any  director  so  designated  or 
nominated  and  indicate  any  relationship 
with  the  small  business  issuer. 

(e)  Indemnification  of  underwriters.  If 
the  underwriting  agreement  provides  for 
indemnihcation  by  the  small  business 
issuer  of  the  underwriters  or  their 
controlling  persons  against  any  liability 
arising  under  the  Securities  Act,  furnish 
a  brief  description  of  such 
indemnification  provisions. 

(f)  Dealers’  compensation.  State 
briefly  the  discounts  and  commissions 
to  be  allowed  or  paid  to  dealers, 
including  all  cash,  securities,  contracts 
or  other  considerations  to  be  received 
by  any  dealer  in  connection  with  the 
sale  of  the  securities. 

(g)  Finders.  Identify  any  finder  and 
describe  the  nature  of  any  material 
relationship  between  such  finder  and 
the  small  business  issuer  or  associates 
or  affiliates  of  the  small  business  issuer. 

(h)  Discretionary  accounts.  If  the 
small  business  issuer  is  not  a  reporting 
company,  identify  any  principal 
underwriter  that  intends  to  sell  to  any 
discretionary  accounts  and  include  an 
estimate  of  the  amount  of  securities  so 
intended  to  be  sold.  The  response  to  this 
paragraph  shall  be  contained  in  a  pre¬ 
effective  amendment  which  shall  be 
circulated  if  the  information  is  not 
available  when  the  registration 
statement  is  filed. 


§  228.509  (Item  509)  Interest  of  named 
experts  and  counsel. 

If  an  "expert”  or  “counsel”  was  hired 
on  a  contingent  basis,  will  receive  a 
direct  or  indirect  interest  in  the  small 
business  issuer  or  was  a  promoter, 
underwriter,  voting  trustee,  director, 
officer,  or  employee,  of  the  small 
business  issuer,  describe  the  contingent 
basis,  interest,  or  connection. 

(a)  Expert  is  a  person  who  is  named 
as  preparing  or  certifying  all  or  part  of 
the  small  business  issuer's  registration 
statement  or  a  report  or  valuation  for 
use  in  connection  with  the  registration 
statement. 

(b)  Counsel  is  counsel  named  in  the 
prospectus  as  having  given  an  opinion, 
on  the  validity  of  the  securities  being 
registered  or  upon  other  legal  matters 
concerning  the  registration  or  offering  of 
the  securities. 

Instruction  to  Item  509 

1.  The  small  business  issuer  does  not  need 
to  disclose  the  interest  of  an  expert  (other 
than  an  accountant)  or  coimsel  if  their 
interest  (including  the  fair  market  value  of  all 
securities  of  the  small  business  issuer 
received  and  to  be  received,  or  subject  to 
options,  warrants  or  rights  received  or  to  be 
received)  does  not  exceed  $50,000. 

§  228.510  (Item  510)  Disclosure  of 
commission  position  on  indemnification  for 
securities  act  liabilities. 

If  the  small  business  issuer  does  not 
request  acceleration  of  the  effective  date 
of  the  registration  statement,  describe 
the  indemnification  provisions  for 
directors,  officers  and  controlling 
persons  of  the  small  business  issuer 
against  liability  under  the  Securities 
Act.  This  includes  any  provision  in  the 
underwriting  agreement  which 
indemnifies  the  underwriter  or  its 
controlling  persons  against  such 
liabilities  where  a  director,  officer  or 
controlling  person  of  the  small  business 
issuer  is  such  an  underwriter  or 
controlling  person  or  a  member  of  any 
firm  which  is  such  an  underwriter.  In 
addition,  include  the  following 
statement: 

Insofar  as  indemnification  for  liabilities 
arising  imder  the  Securities  Act  of  1933  (the 
“Act”)  may  be  permitted  to  directors,  officers 
or  persons  controlling  the  issuer  under  the 
foregoing  provisions,  the  issuer  has  been 
informed  that  in  the  opinion  of  the  Securities 
and  Exchange  Conunission  such 
indemnification  is  against  public  policy  as 
expressed  in  the  Act  and  is  therefore 
unenforceable. 

§  228.51 1  (Item  51 1)  Other  expenses  of 
issuance  and  distribution. 

(a)  Give  an  itemized  statement  of  all 
expenses  of  the  offering,  other  than 
underwriting  discounts  and 
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commissions.  If  any  of  the  securities  are 
registered  for  sale  by  security  holders, 
state  how  much  of  the  expenses  the 
security  holders  will  pay. 

(1)  The  itemized  list  should  generally 
include  registration  fees,  federal  taxes, 
state  taxes  and  fees,  trustees'  and 
transfer  agents’  fees,  costs  of  printing 
and  engraving,  and  legal,  accounting, 
and  engineering  fees. 

(2)  Include  as  a  separate  item  any 
premium  paid  by  the  small  business 
issuer  or  any  selling  security  holder  on 
any  policy  to  insure  or  indemnify 
directors  or  officers  against  any 
liabilities  they  may  incur  in  the 
registration,  offering,  or  sale  of  these 
securities. 

Instruction  to  Item  511 

1.  If  the  amounts  of  any  items  are  not 
known,  give  estimates  but  identify  them  as 
such. 

§  228.512  (Item  512)  Undertakings. 

Include  each  of  the  following 
undertakings  that  apply  to  the  offering. 

(a)  Rule  415  offering.  If  the  small 
business  issuer  is  registering  securities 
under  rule  415  of  the  Securities  Act 

(§  230.415  of  this  chapter),  that  the  small 
business  issuer  will: 

(1)  File,  during  any  period  in  which  it 
offers  or  sells  securities,  a  post-effective 
amendment  to  this  registration 
statement  to: 

(1)  Include  any  prospectus  required  by 
section  10(a)(3)  of  the  Securities  Act: 

(ii)  Reflect  in  the  prospectus  any  facts 
or  events  which,  individually  or 
together,  represent  a  fundamental 
change  in  the  information  in  the 
registration  statement;  and 

(iii)  Include  any  additional  or  changed 
material  information  on  the  plan  of 
distribution. 

Note:  Small  business  issuers  do  not  need  to 
give  the  statements  in  paragraphs  (a](l)(i) 
and  (a](l)(ii)  of  this  Item  if  the  registration 
statement  is  on  Form  S-3  or  S-8  (§§  239.13 
and  239.16b),  and  the  information  required  in 
a  post-effective  amendment  is  incorporated 
by  reference  from  periodic  reports  filed  by 
the  small  business  issuer  under  the  Exchange 
Act. 

(2)  For  determining  liability  under  the 
Securities  Act,  treat  each  post-effective 
amendment  as  a  new  registration 
statement  of  the  securities  offered,  and 
the  offering  of  the  securities  at  that  time 
to  be  the  initial  bona  fide  offering. 

(3)  File  a  post-effective  amendment  to 
remove  from  registration  any  of  the 
securities  that  remain  unsold  at  the  end 
of  the  offering. 

(b)  Warrants  and  rights  offerings.  If 
the  small  business  issuer  will  offer  the 
securities  to  existing  security  holders 
under  warrants  or  rights  and  the  small 
business  issuer  will  reoffer  to  the  public 


any  securities  not  taken  by  security 
holders,  with  any  modifications  that  suit 
the  particular  case: 

(1)  The  small  business  issuer  will 
supplement  the  prospectus,  after  the  end 
of  the  subscription  period,  to  include  the 
results  of  the  subscription  offer,  the 
transactions  by  the  underwriters  during 
the  subscription  period,  the  amount  of 
unsubscribed  securities  that  the 
underwriters  will  purchase  and  the 
terms  of  any  later  reoffering.  If  the 
underwriters  make  any  public  offering 
of  the  securities  on  terms  different  from 
those  on  the  cover  page  of  the 
prospectus,  the  small  business  issuer 
will  file  a  post-effective  amendment  to 
state  the  terms  of  such  offering. 

(c)  Competitive  bids.  If  the  small 
business  issuer  is  offering  securities  at 
competitive  bidding,  with  modifications 
to  suit  the  particular  case,  that  the  small 
business  issuer  will: 

(1)  use  its  best  efforts  to  distribute 
before  the  opening  of  bids,  to 
prospective  bidders,  imderwriters,  and 
dealers,  a  reasonable  number  of  copies 
of  a  prospectus  that  meet  the 
requirements  of  section  10(a)  of  the 
Securities  Act,  and  relating  to  the 
securities  offered  at  competitive 
bidding,  as  contained  in  the  registration 
statement,  together  with  any 
supplements,  and 

(2)  file  an  amendment  to  the 
registration  statement  reflecting  the 
results  of  bidding,  the  terms  of  the 
reoffering  and  related  matters  where 
required  by  the  applicable  form,  not 
later  than  the  first  use,  authorized  by  the 
issuer  after  the  opening  of  bids,  of  a 
prospectus  relating  to  the  securities 
offered  at  competitive  bidding,  unless 
the  issuer  proposes  no  further  public 
offering  of  such  securities  by  the  issuer 
or  by  the  purchasers. 

(d)  Equity  offerings  of  nonreporting 
small  business  issuers.  If  a  small 
business  issuer  that  before  the  offering 
had  no  duty  to  file  reports  with  the 
Commission  under  section  13(a)  or  15(d) 
of  the  Exchange  Act  is  registering  equity 
securities  for  sale  in  an  underwritten 
offering: 

(1)  The  small  business  issuer  will 
provide  to  the  underwriter  at  the  closing 
specified  in  the  underwriting  agreement 
certificates  in  such  denominations  and 
registered  in  such  names  as  required  by 
the  underwriter  to  permit  prompt 
delivery  to  each  purchaser. 

(e)  Request  for  acceleration  of 
effective  date.  If  the  small  business 
issuer  will  request  acceleration  of  the 
effective  date  of  the  registration 
statement  under  rule  461  under  the 
Securities  Act,  include  the  following: 

Insofar  as  indemnification  for  liabilities 
arising  under  the  Securities  Act  of  1933  (the 


“Act")  may  be  permitted  to  directors,  o^icers 
and  controlling  persons  of  the  small  business 
issuer  pursuant  to  the  foregoing  provisions,  or 
otherwise,  the  small  business  issuer  has  been 
advised  that  in  the  opinion  of  the  Securities 
and  Exchange  Commission  such 
indemnification  is  against  public  policy  as 
expressed  in  the  Act  and  is,  therefore, 
unenforceable. 

In  the  event  that  a  claim  for 
indemnification  against  such  liabilities 
(other  than  the  payment  by  the  small 
business  issuer  of  expenses  incurred  or 
paid  by  a  director,  officer  or  controlling 
person  of  the  small  business  issuer  in 
the  successful  defense  of  any  action,  suit 
or  proceeding)  is  asserted  by  such 
director,  officer  or  controlling  person  in 
connection  with  the  securities  being 
registered,  the  small  business  issuer 
will,  unless  in  the  opinion  of  its  counsel 
the  matter  has  been  settled  by 
controlling  precedent,  submit  to  a  court 
of  appropriate  jurisdiction  the  question 
whether  such  indemnification  by  it  is 
against  public  policy  as  expressed  in  the 
Securities  Act  and  will  be  governed  by 
the  final  adjudication  of  such  issue. 

(f)  If  a  registration  statement  is  filed 
under  rule  430A  of  the  Securities  Act 
(§  230.430A  of  this  chapter),  that  the 
small  business  issuer  will: 

(1)  For  determining  any  liability  under 
the  Securities  Act,  treat  the  information 
omitted  from  the  form  of  prospectus 
filed  as  part  of  this  registration 
statement  in  reliance  upon  rule  430A 
and  contained  in  a  form  of  prospectus 
filed  by  the  small  business  issuer  under 
rule  424(b)  (1)  or  (4)  or  497(h)  under  the 
Securities  Act  (§§  230.424(b)  (1),  (4)  or 
230.497(h))  as  part  of  this  registration 
statement  as  of  the  time  the  Commission 
declared  it  el^ective. 

(2)  For  determining  any  liability  under 
the  Securities  Act,  treat  each  post¬ 
effective  amendment  that  contains  a 
form  of  prospectus  as  a  new  registration 
statement  for  the  securities  offered  in 
the  registration  statement,  and  that 
offering  of  the  securities  at  that  time  as 
the  initial  bona  fide  offering  of  those 
securities. 

§228.601  (Item  601)  Exhibits. 

(a)  Exhibits  and  index  of  exhibits.  (1) 
The  exhibits  required  by  the  exhibit 
table  must  be  filed  or  incorporated  by 
reference. 

(2)  Each  filing  must  have  an  index  of 
exhibits.  The  exhibit  index  must  list 
exhibits  in  the  same  order  as  the  exhibit 
table.  If  the  exhibits  are  incorporated  by 
reference,  this  fact  should  be  noted  in 
the  exhibit  index.  In  the  manually  signed 
registration  statement  or  report,  the 
eT^ibit  index  should  give  the  page 
number  of  each  exhibit. 
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lastrucUons  to  Item  601  ‘  " 

1.  If  an  exhibit  (other  than  an  opinion  or 
consent)  is  filed  in  preliminary  form  and  is 
later  changed  to  indude  only  interest, 
dividend  or  conversion  rates,  redemption  or 
conversion  prices,  purchase  or  offering 
prices,  underwriters’  or  dealers’  commissions, 
names,  addresses  or  participation  of 
underwriters  or  similar  matters  and  the 
information  appears  elsewhere  in  the 
registration  statement  or  a  prospectus,  no 
amendment  need  be  filed. 

2.  Small  business  issuers  may  hie  copies  of 
each  exhibit,  rather  than  originals,  except  as 
otherwise  specifically  noted. 


MUNM  CODE  SOW-aMi 
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(1)  Underwriting  agreement 

(2)  Plan  of  acquisition,  reorg.,  arrgmnt,  liquid,  or  succe 

(3)  Articles  of  Incorporation  and  by-laws 

(4)  Instruments  defining  the  rights  of  holders,  incl.  ind< 

(5)  Opinion  re:  legality 

(6)  No  exhibit  required 

(7)  Opinion  re:  liquidation  preference 

(8)  Opinion  re:  tax  matters 

(9)  Voting  trust  agreement 

(10)  Material  contracts 

(11)  Statement  re:  computation  of  per  share  earnings 

(12)  No  exhibit  required 

(13)  Annual  or  quarterly  reports,  Form  10-Q* 

(14)  Material  foreign  patents 

(15)  Letter  on  unaudited  interim  financial  information 

(16)  Letter  on  change  in  certifying  accountant**** 

(17)  Letter  on  director  resignation 

(18)  Letter  on  change  in  accounting  principles 

(19)  Previously  unfiled  documents 

(20)  No  exhibit  required 

(21 )  Other  documents  or  statements  to  security  holden 

(22)  Subsidiaries  of  the  registrant 

(23)  No  exhibit  required 

(24)  Consent  of  experts  and  counsel 

(25)  Power  of  attorney 

(26)  Statement  of  eligibility  of  trustee 

(27)  Invitations  for  competitive  bids 

(28)  Additional  exhibits 

(29)  Info,  from  reports  furnished  to  State  insurance  aut 

*  Only  if  incorporated  by  reference  into  a  propectus  and  delivered 
or  in  the  case  of  a  Form  10-KSB,  where  the  emnual  report  is  inc 
**  Where  the  opinion  of  the  expert  or  counsel  has  been  incorporati 
An  issuer  need  not  provide  an  exhibit  if:  (1 )  an  election  was  mar 
and  (2)  the  form  selected  (S-2  or  S-3)  would  not  requre  the  co 
**•*  If  required  under  Item  304  of  Regulation  S-B. 


BILLING  CODE  M10-01-C 


is  incorporated  by  reference  into  the  text  of  the  Form  1 0-KSB. 

porated  by  reference  into  a  previously  filed  Securities  Act  registration  statement. 

s  made  under  Form  S-4  to  provide  S-2  or  S-3  discknure; 

he  company  to  provide  the  exhibit 
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(b)  Description  of  exhibits.  Below  is  a 
description  of  each  document  listed  in 
the  exhibit  table. 

(1)  Underwriting  agreement  Each 
agreement  with  a  principal  underwriter 
for  the  distribution  of  the  securities.  If 
the  terms  have  been  determined  and  the 
securities  are  to  be  registered  on  Form 
S-3  (§  239.13),  the  agreement  may  be 
hied  on  Form  8-K  (§  249.308)  after  the 
effectiveness  of  the  registration 
statement. 

(2)  Plan  of  purchase,  sale, 
reorganization,  arrangement,  liquidation 
or  succession.  Any  such  plan  described 
in  the  filing.  Schedules  or  attachments 
may  be  omitted  if  they  are  listed  in  the 
index  and  provided  to  the  Commission 
upon  request. 

(3)  Articles  of  incorporation  and  by¬ 
laws.  The  complete  copies  of  articles  of 
incorporation  and  by-laws  or 
comparable  instruments,  as  amended. 

(4)  Instruments  defining  the  rights  of 
security  holders,  including  indentures. 

(i)  All  instruments  that  define  the  rights 
of  holders  of  the  equity  or  debt 
seciuities  that  the  issuer  is  registering, 
including  the  pages  from  the  articles  of 
incorporation  or  by-laws  that  define 
those  rights. 

(ii)  All  instruments  defining  the  rights 
of  holders  of  long  term  debt  unless  the 
total  amount  of  debt  covered  by  the 
instrument  does  not  exceed  10%  of  the 
total  assets  of  the  small  business  issuer. 

(iii)  Copies  of  indentures  to  be 
qualified  under  the  Trust  Indenture  Act 
of  1939  shall  include  an  itemized  table  of 
contents  and  a  cross  reference  sheet 
showing  the  location  of  the  provisions 
inserted  in  accordance  with  sections  310 
through  318(a)  of  that  Act. 

(5)  Opinion  on  legality,  (i)  An  opinion 
of  counsel  on  the  legality  of  the 
securities  being  registered  stating 
whether  they  will,  when  sold,  be  legally 
issued,  fully  paid  and  non-assessable, 
and,  if  debt  securities,  whether  they  will 
be  binding  obligations  of  the  small 
business  issuer. 

(ii)  If  the  securities  being  registered 
are  issued  under  a  plan  that  is  subject  to 
the  requirements  of  ERISA  furnish 
either 

(A)  An  opinion  of  counsel  which 
confirms  compliance  with  ERISA;  or 

(B)  A  copy  of  the  Internal  Revenue 
Service  determination  letter  that  the 
plan  is  qualified  under  section  401  of  the 
Internal  Revenue  Code. 

If  the  plan  is  later  amended,  the  small 
business  issuer  must  have  the  opinion  of 
counsel  and  the  IRS  determination  letter 
updated  to  confirm  compliance  and 
qualification. 

(6)  No  exhibit  required. 


(7)  Opinion  on  liquidation  preference. 

If  the  liquidation  preference  of  shares 
exceeds  their  par  or  stated  value,  an 
opinion  of  counsel  as  to  whether  there 
are  any  resulting  restrictions  on  surplus. 
The  opinion  should  also  state  any 
remedies  available  to  security  holders 
before  or  after  payment  of  any  dividend 
that  would  reduce  surplus  to  an  amount 
less  than  the  amount  of  such  excess.  The 
opinion  shall  cite  to  applicable 
constitutional  and  statutory  provisions 
and  controlling  case  law. 

(8)  Opinion  on  tax  matters.  If  tax 
consequences  of  the  transaction  are 
material  to  an  investor,  an  opinion  of 
counsel,  an  independent  public  or 
certified  public  accoimtant  or,  a  revenue 
ruling  from  the  Internal  Revenue 
Service,  supporting  the  tax  matters  and 
consequences  to  the  shareholders.  The 
exhibit  is  required  for  filings  to  which 
Securities  Act  Industry  Guide  5  applies. 

(9)  Voting  trust  agreement  and 
amendments. 

(10)  Material  contracts,  (i)  Every 
material  contract,  not  made  in  the 
ordinary  course  of  business,  that  will  be 
performed  after  the  filing  of  the 
registration  statement  or  report  or  was 
entered  into  not  more  than  two  years 
before  such  filing.  Also  include  the 
following  contracts: 

(A)  Any  contract  to  which  directors, 
officers,  promoters,  voting  trustees, 
security  holders  named  in  the 
registration  statement  or  report,  or 
underwriters  are  parties  other  than 
contracts  involving  only  the  purchase  or 
sale  of  current  assets  having  a 
determinable  market  price,  at  such 
market  price; 

(B)  Any  contract  upon  which  the  small 
business  issuer’s  business  is 
substantially  dependent,  such  as 
contracts  with  principal  customers, 
principal  suppliers,  franchise 
agreements,  etc.; 

(C)  Any  contract  for  the  purchase  or 
sale  of  any  property,  plant  or  equipment 
for  a  consideration  exceeding  15  percent 
of  such  assets  of  the  smaU  business 
issuer,  or 

(D)  Any  material  lease  under  which  a 
part  of  the  property  described  in  the 
registration  statement  or  report  is  held 
by  the  small  business  issuer. 

(11) (A)  Any  management  contract  or 
any  compensatory  plan,  contract  or 
arrangement  in  which  any  director  or 
any  of  the  five  most  highly  compensated 
executive  officers  of  the  small  business 
issuer  participates  and  any  other 
management  contract  or  any 
compensatory  plan  in  which  any  other 
executive  officer  of  the  small  business 
issuer  participates  shall  be  filed  imless 
immaterial  in  amount  or  significance. 


(B)  The  following  management 
contracts  or  compensatory  plans  need 
not  be  filed: 

(7)  Ordinary  purchase  and  sales 
agency  agreements; 

[2]  Agreements  with  managers  of 
stores  in  a  chain  organization  or  similar 
organization; 

(J)  Ck)ntracts  providing  for  labor  or 
salesmen's  bonuses  or  payments  to  a 
class  of  security  holders,  as  such; 

(4)  Any  compensatory  plan  which  is 
avadable  to  employees,  officers  or 
directors  generally  and  which  in 
operation  provides  for  the  same  method 
of  allocation  of  benefits  between 
management  and  nonmanagement 
participants;  and 

(5)  Any  compensatory  plan  if  the 
issuer  is  a  wholly  owned  subsidiary  of  a 
reporting  company  and  is  filing  a  report 
on  Form  10-KSB  (S  249.310b).  or 
registering  debt  or  non-voting  preferred 
stock  on  Form  S-2  (S  239.12). 

Instruction  to  Item  6Ol(b)fl0) 

1.  Only  copies  of  the  various  remunerative 
plans  ne^  be  filed.  Each  individual  director's 
or  executive  officer's  personal  agreement 
under  the  plans  need  not  be  file^  unless  they 
contain  material  provisions. 

(11)  Statement  re  computation  of  per 
share  earnings.  An  explanation  of  the 
computation  of  per  share  earnings  on 
both  a  primary  and  fully  diluted  basis 
unless  the  computation  can  be  clearly 
determined  from  the  registration 
statement  or  report. 

(12)  No  exhibit  required. 

(13)  Annual  report  to  security  holders. 
Form  10-QSB  (§  249.308b)  or  quarterly 
report  to  security  holders,  if 
incorporated  by  reference  in  the  filing. 
Such  reports,  except  for  the  parts  which 
are  expressly  incorporated  by  reference 
in  the  filing  are  not  deemed  “filed”  as 
part  of  the  filing.  If  the  financial 
statements  in  the  report  have  been 
incorporated  by  reference  in  the  filing, 
the  accountant's  certificate  shall  be 
manually  signed  in  one  copy.  See  rule 
411(b)  (§  230.411(b)  of  this  chapter). 

(14)  Material  foreign  patents.  Each 
material  foreign  patent  for  an  invention 
not  covered  by  a  United  States  patent. 

(15)  Letter  on  unaudited  interim 
financial  information.  A  letter,  where 
applicable,  from  the  independent 
accountant  which  acknowledges 
awareness  of  the  use  in  a  registration 
statement  of  a  report  on  unaudited 
interim  financial  information.  The  letter 
is  not  considered  a  part  of  a  registration 
statement  prepared  or  certified  by  an 
accountant  or  a  report  prepared  or 
certified  by  an  accountant  within  the 
meaning  of  sections  7  and  11  of  the 
Securities  Act.  Such  letter  may  be  filed 
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with  the  registration  statement,  an 
amendment  thereto,  or  a  report  on  Form 
lO-QSB  (§  249.308b)  which  is 
incorporated  by  reference  into  the 
registration  statement. 

(16)  Letter  on  change  in  certifying 
accountant.  File  the  letter  required  by 
Item  304(a)(3). 

(17)  Letter  on  director  resignation. 

Any  letter  from  a  former  director  which 
describes  a  disagreement  with  the  small 
business  issuer  that  led  to  the  director’s 
resignation  or  refusal  to  stand  for  re- 
election  and  which  requests  that  the 
matter  be  disclosed. 

(18)  Letter  on  change  in  accounting 
principles.  Unless  previously  Hied,  a 
letter  from  the  issuer’s  accountant 
stating  whether  any  change  in 
accounting  principles  or  practices 
followed  by  the  issuer,  or  any  change  in 
the  method  of  applying  any  such 
accounting  principles  or  practices, 
which  affected  the  financial  statements 
being  filed  with  the  Commission  in  the 
report  or  which  is  expected  to  affect  the 
fmancial  statements  of  future  fiscal 
years  is  to  an  alternative  principle 
which  in  his  judgment  is  preferable 
under  the  circumstances.  No  such  letter 
need  be  filed  when  such  change  is  made 
in  response  to  a  standard  adopted  by 
the  Financial  Accounting  Standards 
Board  that  creates  a  new  accounting 
principle,  that  expresses  a  preference  for 
an  accounting  principle,  or  that  rejects  a 
specific  accounting  principle. 

(19)  Previously  unfiled  documents,  (i) 
Any  unfiled  document,  which  was 
executed  or  in  effect  during  the  reporting 
period,  if  such  document  would  have 
been  required  to  be  filed  as  an  exhibit  to 
a  registration  statement  on  Form  lOSB 
(§  249.210b). 

(ii)  Any  amendment  or  change  to  a 
document  which  was  previously  filed. 

(20)  No  exhibit  required. 

(21)  Other  documents  or  statements  to 
security  holders  or  any  document 
incorporated  by  reference. 

(22)  Subsidiaries  of  the  small  business 
issuer.  A  list  of  all  subsidiaries,  the  state 
or  other  jurisdiction  of  incorporation  or 
organization  of  each,  and  the  names 
under  which  such  subsidiaries  do 
business. 

(23)  No  exhibit  required. 

(24)  Consents  of  experts  and  counsel. 
(i)  Securities  Act  filings.  Dated  and 
manually  signed  written  consents  or  a 
reference  in  the  index  to  the  location  of 
the  consent. 

(ii)  Exchange  Act  reports.  If  required 
to  file  a  consent  for  material 
incorporated  by  reference  in  a 
previously  filed  registration  statement 
under  the  Securities  Act,  the  dated  and 
inanually  signed  consent  to  the  material 


incorporated  by  reference.  The  consents 
shall  be  dated  and  manually  signed. 

(25)  Power  of  attorney.  If  a  person 
signs  a  registration  statement  or  report 
under  a  power  of  attorney,  a  manually 
signed  copy  of  such  power  of  attorney  or 
if  located  elsewhere  in  the  registration 
statement,  a  reference  in  the  index  to 
where  it  is  located.  In  addition,  if  an 
officer  signs  a  registration  statement  for 
the  small  business  issuer  by  a  power  of 
attorney,  a  certified  copy  of  a  resolution 
of  the  board  of  directors  authorizing 
such  signature. 

(26)  Statement  of  eligibility  of  trustee. 
Form  T-1  (§  269.1  of  this  chapter)  if  an 
indenture  is  being  qualified  under  the 
Trust  Indenture  Act,  bound  separately 
from  the  other  exhibits. 

(27)  Invitations  for  competitive  bids.  If 
the  registration  statement  covers 
securities  that  the  small  business  issuer 
is  offering  at  competitive  bidding,  any 
invitation  for  competitive  bid  that  the 
small  business  issuer  will  send  or  give 
to  any  person  shall  be  filed. 

(28)  Additional  exhibits.  Any 
additional  exhibits  if  listed  and 
described  in  the  exhibit  index. 

(29)  Information  from  reports 
furnished  to  state  insurance  regulatory 
authorities,  (i)  If  reserves  for  unpaid 
property-casualty  (“P/C”)  claims  and 
claim  adjustment  expenses  of  the  small 
business  issuer,  its  unconsolidated 
subsidiaries  and  the  proportionate  share 
of  the  small  business  issuer  and  the 
other  subsidiaries  in  the  unpaid  P/C 
claims  and  claim  adjustment  expenses 
of  its  50%-or-less-owned  equity 
investees,  taken  in  the  aggregate  after 
small  business  issuer  eliminations, 
exceed  one-half  of  the  common 
stockholders’  equity  of  the  small 
business  issuer  as  of  the  beginning  of 
the  latest  fiscal  year  the  following 
information  should  be  supplied. 

(ii)  Hie  information  included  in 
schedules  O  and  P  of  Annual  Statements 
provided  to  state  regulatory  authorities 
by  the  small  business  issuer  or  its  P/C 
insurance  small  business  issuer 
affiliates  for  the  latest  year  on  a 
combined  or  consolidated  basis  as 
appropriate,  separately  for  each  of  the 
following: 

(A)  The  small  business  issuer; 

(B)  Its  unconsolidated  subsidiaries; 
and 

(C)  Fifty  percent-or-less-owned  equity 
investees  of  the  small  business  issuer 
and  its  subsidiaries. 

(iii)  Small  business  issuers  may  omit 
the  combined  or  consolidated  schedules 
O  and  P  of  fifty  percent-or-less-owned 
equity  investees,  if  they  file  the  same 
information  with  the  Commission  as 
companies  in  their  own  right,  and  if  they 
state  that  fact  and  the  name  and 


ownership  percentage  of  such 
companies. 

(iv)  If  ending  reserves  in  paragraphs 

(b)(29](ii)  (A)  and  (B)  of  this  Item  or  the 
proportionate  share  of  the  small 
business  issuer  and  its  other 
subsidiaries  in  paragraph  (b)(29](ii)(C) 
of  this  item  are  less  than  5%  of  the  total 
ending  reserves  in  paragraphs  (b)(29)(ii) 
(A)  and  (B)  of  this  Item,  and  the 
proportionate  share  of  (C)  of  this  item, 
small  business  issuers  may  omit  that 
category  and  note  that  fact.  If  the 
amount  of  the  reserves  attributable  to 
fifty  percent-or-less-owned  equity 
investees  that  file  this  information  as 
companies  in  their  own  right  exceeds 
95%  of  the  total  para^aph  (b)(29)(ii)(C) 
of  this  item  small  business  issuers  do 
not  need  to  provide  reserves, 
information  for  the  other  fifty  percent- 
or-less-owned  equity  investees. 

(v)  Small  business  issuers  do  not  need 
to  include  schedules  O  and  P 
information  if  they  are  not  required  to 
file  schedules  O  and  P  with  insurance 
regulatory  authorities.  However,  clearly 
note  the  nature  and  extent  of  any  such 
exclusions  in  the  Exhibit. 

(vi)  Companies  whose  fiscal  year 
differs  from  the  calendar  year  should 
present  schedules  O  and  P  as  of  the  end 
of  the  calendar  year  that  falls  within 
their  fiscal  year. 

(vii)  'The  nature  and  amount  of  the 
difference  between  reserves  for  claims 
and  claim  adjustment  expenses 
reflected  on  schedules  O  and  P  and  the 
total  P/C  statutory  reserves  for  claims 
and  disclose  claim  adjustment  expenses 
as  of  the  latest  calendar  year  in  a  note 
to  those  schedules. 

§  228.701  (Kam  701)  Recant  aalaa  of 
unragMerad  aacuritiaa. 

Give  the  following  information  for  all 
securities  that  the  small  business  issuer 
sold  within  the  past  three  years  without 
registering  the  securities  under  the 
Securities  Act. 

(a)  The  date,  title  and  amount  of 
securities  sold. 

(b)  Give  the  names  of  the  principal 
underwriters,  if  any.  If  the  small 
business  issuer  did  not  publicly  offer 
any  securities,  identify  the  persons  or 
class  of  persons  to  whom  the  small 
business  issuer  sold  the  securities. 

(c)  For  securities  sold  for  cash,  the 
total  offering  price  and  the  total 
underwriting  discoimts  or  commissions. 
For  securities  sold  other  than  for  cash, 
describe  the  transaction  and  the  type 
and  amount  of  consideration  received 
by  the  small  business  issuer. 

(d)  The  section  of  the  Securities  Act  or 
the  rule  of  the  Commission  under  which 
the  small  business  issuer  claimed 
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exemption  from  registration  and  the 
facts  relied  upon  to  make  the  exemption 
available. 

§  228.702  (Item  702)  Indemnification  of 
directors  and  officers. 

State  whether  any  statute,  charter 
provisions,  by-laws,  contract  or  other 
arrangements  that  insures  or 
indemnifies  a  controlling  person, 
director  or  officer  of  the  small  business 
issuer  affects  his  or  her  liability  in  that 
capacity. 

PART  229— STANDARD 
INSTRUCTIONS  FOR  FILING  FORMS 
UNDER  SECURITIES  ACT  OF  1933, 
SECURITIES  EXCHANGE  ACT  OF  1934 
AND  ENERGY  POLICY  AND 
CONSERVATION  ACT  OF  1975— 
REGULATION  S-K 

2.  The  authority  citation  for  part  229 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  77e.  77f,  77g.  77h.  77j. 
77k.  778,  77aal25].  77aa[26],  77ddd,  77eee. 
77ggg,  77hhh,  77jjj,  77nnn,  77888,  78/,  78m,  78n, 
78o,  78w.  80a-8,  80a-29,  80a-30,  80a-37, 80b- 
11,  un!e88  otherwi8e  noted. 

3.  In  §  229.801,  paragraph  (g)  is  added 
to  read  as  follows: 

§  229.801  Securities  Act  Industry  guides. 

«  *  ♦  *  * 

(g)  Guide  7.  Description  of  Property  by 
Issuers  Engaged  or  To  Be  Engaged  in 
SigniHcant  Mining  Operations. 

Note:  The  text  of  Guide  7  will  not  appear  in 
theCFR. 

Guide  7 — ^Description  of  Property  by 
Issuers  Engaged  or  to  be  Engaged  in 
Significant  Mining  Operations 

(a)  Definitions.  The  following 
definitions  apply  to  registrants  engaged 
or  to  be  engaged  in  signiHcant  mining 
operations: 

(1)  Reserve.  That  part  of  a  mineral 
deposit  which  could  be  economically 
and  legally  extracted  or  produced  at  the 
time  of  the  reserve  determination. 

Note:  Reserves  are  customarily  stated  in 
terms  of  “ore"  when  dealing  with 
metalliferous  minerals;  when  other  materials 
such  as  coal,  oil,  shale,  tar,  sands,  limestone, 
etc.  are  involved,  an  appropriate  term  such  as 
“recoverable  coal"  may  be  substituted. 

(2)  Proven  (measured)  reserves. 
Reserves  for  which  (a)  quantity  is 
computed  from  dimensions  revealed  in 
outcrops,  trenches,  workings  or  drill 
holes;  grade  and/or  quality  are 
computed  from  the  results  of  detailed 
sampling  and  (b)  the  sites  for  inspection, 
sampling  and  measurement  are  spaced 
so  closely  and  the  geologic  character  is 
so  well  deBned  that  size,  shape,  depth 
and  mineral  content  of  reserves  are 
well-established. 


(3)  Probable  (indicated)  reserves. 
Reserves  for  which  quantity  and  grade 
and/or  quality  are  computed  from 
information  similar  to  that  used  for 
proven  (measure)  reserves,  but  the  sites 
for  inspection,  sampling,  and 
measurement  are  farther  apart  or  are 
otherwise  less  adequately  spaced.  The 
degree  of  assurance,  although  lower 
than  that  for  proven  (measured) 
reserves,  is  high  enough  to  assume 
continuity  between  points  of 
observation. 

(4)  (i)  Exploration  stage  includes  all 
issuers  engaged  in  the  search  for 
mineral  deposits  (reserves)  which  are 
not  in  either  the  development  or 
production  stage. 

(ii)  Development  stage  includes  all 
issuers  engaged  in  the  preparation  of  an 
established  commercially  minable 
deposit  (reserves)  for  its  extraction 
which  are  not  in  the  production  stage. 

(iii)  Production  stage  includes  all 
issuers  engaged  in  the  exploitation  of  a 
mineral  deposit  (reserve). 

Instruction  to  paragraph  (a) 

1.  Mining  companies  in  the  exploration 
stage  should  not  refer  to  themselves  as 
development  stage  companies  in  the  financial 
statements,  even  though  such  companies 
should  comply  with  FASB  Statement  No.  7,  if 
applicable. 

(b)  Mining  operations  disclosure. 
Furnish  the  following  information  as  to 
each  of  the  mines,  plants  and  other 
significant  properties  owned  or 
operated,  or  presently  intended  to  be 
owned  or  operated,  by  the  registrant: 

(1)  The  location  and  means  of  access 
to  the  property; 

(2)  A  brief  description  of  the  title, 
claim,  lease  or  option  under  which  the 
registrant  and  its  subsidiaries  have  or 
will  have  the  right  to  hold  or  operate  the 
property,  indicating  any  conditions 
which  the  registrant  must  meet  in  order 
to  obtain  or  retain  the  property.  If  held 
by  leases  or  options,  the  expiration 
dates  of  such  leases  or  options  should 
be  stated.  Appropriate  maps  may  be 
used  to  portray  the  locations  of 
significant  properties; 

(3)  A  brief  history  of  previous 
operations,  including  the  names  of 
previous  operators,  insofar  as  known; 

(4) (i)  A  brief  description  of  the  present 
condition  of  the  property,  the  work 
completed  by  the  registrant  on  the 
property,  the  registrant’s  proposed 
program  of  exploration  and 
development,  and  the  current  state  of 
exploration  and/or  development  of  the 
property.  Mines  should  be  identified  as 
either  open-pit  or  underground.  If  the 
property  is  without  known  reserves  and 
the  proposed  program  is  exploratory  in 


nature,  a  statement  to  that  effect  shall 
be  made; 

(ii)  The  age,  details  as  to 
modernization  and  physical  condition  of 
the  plant  and  equipment,  including 
subsurface  improvements  and 
equipment.  Further,  the  total  cost  for 
each  property  and  its  associated  plant 
and  equipment  should  be  stated.  The 
source  of  power  utilized  with  respect  to 
each  property  should  also  be  disclosed. 

(5)  A  brief  description  of  the  rock 
formations  and  mineralization  of 
existing  or  potential  economic 
significance  on  the  property,  including 
the  identity  of  the  principal  metallic  or 
other  constituents  insofar  as  known.  If 
proven  (measured)  or  probable 
(indicated)  reserves  have  been 
established,  state  (i)  the  estimated 
tonnages  and  grades  (or  quality,  where 
appropriate)  of  such  classes  of  reserves, 
and  (ii)  the  name  of  the  person  making 
the  estimates  and  the  nature  of  his 
relationship  to  the  registrant. 

Instructions  to  paragraph  (b)(5) 

1.  It  should  be  stated  whether  the  reserve 
estimate  is  of  in-place  material  or  of 
recoverable  material.  Any  in-place  estimate 
should  be  qualified  to  show  the  anticipated 
losses  resulting  from  mining  methods  and 
beneficiation  or  preparation. 

2.  The  summation  of  proven  (measured) 
and  probable  (indicated)  ore  reserves  is 
acceptable  if  the  difference  in  degree  of 
assurance  between  the  two  classes  of 
reserves  cannot  be  readily  defined. 

3.  Estimates  other  than  proved  (measured] 
or  probable  (indicated)  reserves,  and  any 
estimated  values  of  such  reserves  shall  not 
be  disclosed  unless  such  information  is 
required  to  be  disclosed  by  foreign  or  state 
law;  provided,  however,  that  where  such 
estimates  previously  have  been  provided  to  a 
person  (or  any  of  its  affiliates)  that  is  offering 
to  acquire,  merge,  or  consolidate  with,  the 
registrant  or  otherwise  to  acquire  the 
registrant's  securities,  such  estimates  may  be 
included. 

(6)  If  technical  terms  relating  to 
geology,  mining  or  related  matters 
whose  definition  cannot  readily  be 
found  in  conventional  dictionaries  (as 
opposed  to  technical  dictionaries  or 
glossaries)  are  used,  an  appropriate 
glossary  should  be  included  in  this 
report. 

(7)  Detailed  geographic  maps  and 
reports,  feasibility  studies  and  other 
highly  technical  data  should  not  be 
included  in  the  report  but  should  be,  to 
the  degree  appropriate  and  necessary 
for  the  Commission's  understanding  of 
the  registrant's  presentation  of  business 
and  property  matters,  furnished  as 
supplemental  information. 

(c)  Supplemental  information.  (1)  If  an 
estimate  of  proven  (measured)  or 
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probable  (indicated)  reserves  is  set  forth 
in  the  report,  furnish: 

(1)  Maps  drawn  to  scale  showing  any 
mine  workings  and  the  outlines  of  the 
reserve  blocks  involved  together  with 
the  pertinent  sample-assay  thereon. 

(ii)  All  pertinent  drill  data  and  related 
maps. 

(iii)  The  calculations  whereby  the 
basic  sample-assay  or  drill  data  were 
translated  into  the  estimates  made  of 
the  grade  and  tonnage  of  reserves  in 
each  block  and  in  the  complete  reserve 
estimate. 

Instructions  to  paragraph  (c)(1). 

1.  Maps  and  drawings  submitted  to  the 
staff  should  include: 

(a)  A  legend  or  explanation  showing,  by 
means  of  pattern  or  symbol,  every  pattern  or 
symbol  used  on  the  map  or  drawing:  the  use 
of  the  symbols  used  by  the  U.S.  Geological 
Survey  is  encouraged; 

(b)  A  graphical  bar  scale  should  be 
included;  additional  representations  of  scale 
such  as  “one  inch  equals  one  mile”  may  be 
utilized  provided  the  original  scale  of  the  map 
has  not  been  altered; 

(c)  A  north  arrow  on  the  maps; 

(d)  An  index  map  showing  where  the 
property  is  situated  in  relationship  to  the 
state  or  province,  etc.,  in  which  it  was 
located; 

(e)  A  title  of  the  map  or  drawing  and  the 
date  on  which  it  was  drawn; 

(f)  In  the  event  interpretive  data  is 
submitted  in  conjunction  with  any  map,  the 
identity  of  the  geologist  or  engineer  that 
prepared  such  data;  and 

(g)  Any  drawing  should  be  simple  enough 
or  of  sufficiently  large  scale  to  clearly  show 
all  features  on  the  drawing. 

(2)  Furnish  a  complete  copy  of  every 
material  engineering,  geological  or 
metallurgical  report  concerning  the 
registrant's  property,  including 
governmental  reports,  which  are  known 
and  available  to  the  registrant.  Every 
such  report  should  include  the  name  of 
its  author  and  the  date  of  its 
preparation,  if  known  to  the  registrant. 

Instruction  to  paragraph  (c)(2). 

1.  Any  of  the  above-required  reports  as  to 
which  the  staff  has  access  need  not  be 
submitted.  In  this  regard,  issuers  should 
consult  with  the  staff  prior  to  hling  the  report. 
Any  reports  not  submitted  should  be 
identified  in  a  list  furnished  to  the  staff.  This 
list  should  also  identify  any  known 
governmental  reports  concerning  the 
registrant's  property. 

(3)  Furnish  copies  of  all  documents 
such  as  title  documents,  operating 
permits  and  easements  needed  to 
support  representations  made  in  the 
report. 

(4)  In  §  229.802,  paragraphs  (e)  and  (f) 
are  reserved  and  paragraph  (g)  is  added 
to  read  as  follows: 


229JB02  Exchange  Act  Industry  guMas. 

***** 

(e)  [Reserved]. 

(f)  [Reserved]. 

(g)  Guide  7.  Description  of  Property  by 
Issuers  Engaged  or  To  Be  Engaged  in 
SigniHcant  Mining  Operations. 

Note:  The  text  of  Guide  7  will  not  appear  in 
the  CFR.  The  text  of  Guide  7  is  identical  to 
S  229.801(g)  of  this  chapter  and  is  not 
reprinted  here. 

PART  230— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES  ACT  OF 
1933 

5.  The  authority  citation  for  part  230 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  77b,  77f,  77g,  77h.  77j, 
77s,  77SSS,  78c,  78/,  78m,  78n,  78o,  78w,  79t, 
and  80a-37,  unless  otherwise  noted. 

§230.175  [Amandod] 

6.  By  amending  paragraph  (b)(l)(i)  of 

§  230.175  after  the  words  “Securities  Act 
of  1933"  add  the  words  ",  offering 
statement  under  Regulation  A"  and  in 
paragraph  (b)(2)(i)  after  the 
parenthetical  “(§  229.303  of  this 
chapter)”  add  the  words  “or  regulation 
S-B  (§  228.303  of  this  chapter]”. 

7.  By  revising  Regulation  A — 
Conditional  Small  Issues  Exemption, 

§§  230.251-230.262,  to  read  as  follows: 

Regulation  A — Conditional  Small  Issues 
Exemption 

230.251  Scope  of  Exemption. 

230.252  Offering  Statement. 

230.253  Offering  Circular. 

230.254  Solicitation  of  Interest  Document  for 
Use  Prior  to  an  Offering  Statement. 

230.255  Preliminary  Offering  Circulars. 

230.258  Filing  of  Sales  Material. 

230.257  Reports  of  Sales  and  Use  of 
Proceeds. 

230.258  Suspension  of  the  Exemption. 

230.259  Withdrawal  or  Abandonment  of 
Offering  Statements. 

230.260  InsigniHcant  Deviations  from  a 
Term.  Condition  or  Requirement  of 
Regulation  A. 

230.261  Definitions. 

230.282  DisqualiHcation  Provisions. 

Authority:  Secs.  230.251  to  230.262  issued 
under  15  U.S.C.  77c.  77s. 

Regulation  A— Conditional  Small 
laauea  Exemption 

§  230.251  Scope  of  exemption. 

A  public  offer  or  sale  of  securities  that 
meets  the  following  terms  and 
conditions  shall  be  exempt  under 
section  3(b]  from  the  registration 
requirements  of  the  Securities  Act  of 
1933  (the  “Securities  Act”): 

(a)  Issuer.  The  issuer  of  the  securities: 

(1)  Is  an  entity  organized  under  the 
laws  of  the  United  States,  any  State, 


Territory  or  possession  thereof,  or  the 
District  of  Columbia,  with  its  principal 
place  of  business  in  the  United  States; 

(2)  Is  not  subject  to  section  13  or  15(d) 
of  the  Securities  Exchange  Act  of  1934 
(the  “Exchange  Act”)  (15  U.S.C.  78a  et 
seq.)  immediately  before  the  offering; 

(3)  Is  not  a  blank  check  company 
within  the  meaning  of  section  7(b)  of  the 
Securities  Act; 

(4)  Is  not  a  partnership  or  other  entity 
organized  primarily  for  the  purpose  of 
investing  or  reinvesting  monies  in 
securities,  properties,  commodities, 
business  opportunities  or  similar  media 
of  speculative  opportunity; 

(5)  Is  not  an  investment  company 
registered  or  required  to  be  registered 
under  the  Investment  Company  Act  of 
1940  (15  U.S.C.  80a-l  et  seq.]', 

(6)  Is  not  issuing  fractional  undivided 
interests  in  oil  or  gas  rights  as  deffned  in 
S  230.300,  or  a  similar  interest  in  other 
mineral  rights;  and 

(7)  Is  not  disqualified  because  of 
§  230.262. 

(b)  Aggregate  offering  price.  The  sum 
of  all  cash  and  other  consideration  to  be 
received  for  the  securities  (“aggregate 
offering  price”)  in  any  continuous  12- 
month  period  does  not  exceed 
$5,000,000,  including  no  more  than 
$1,500,000  offered  by  all  selling  security 
holders.  No  a^iliate  resales  are 
permitted  if  the  issuer  has  not  had  net 
income  h'om  continuing  operations  in  at 
least  one  of  its  last  two  fiscal  years. 

Note:  Where  a  mixture  of  cash  and  non¬ 
cash  consideration  is  to  be  received,  the 
aggregate  offering  price  shall  be  based  on  the 
price  at  which  the  securities  are  offered  for 
cash.  Any  portion  of  the  aggregate  offering 
price  attributable  to  cash  received  in  a 
foreign  currency  shall  be  translated  into 
United  States  currency  at  a  currency 
exchange  rate  in  effect  on  or  at  a  reasonable 
time  prior  to  the  date  of  the  sale  of  the 
securities.  If  securities  are  not  offered  for 
cash,  the  aggregate  offering  price  shall  be 
based  on  the  value  of  the  consideration  as 
established  by  bona  Tide  sales  of  that 
consideration  made  within  a  reasonable  time, 
or,  in  the  absence  of  sales,  on  the  fair  value 
as  determined  by  an  accepted  standard. 
Valuations  of  non-cash  consideration  must  be 
reasonable  at  the  time  made. 

(c)  Integration  with  other  offerings. 
Offers  and  sales  made  in  reliance  on 
this  Regulation  A  will  not  be  integrated 
with: 

(1)  Prior  offers  or  sales  of  securities; 
or 

(2)  Subsequent  offers  or  sales  of 
securities  that  are: 

(i)  Registered  under  the  Securities  Act; 

(ii)  Made  in  reliance  on  §  230.701; 

(iii)  Made  pursuant  to  an  employee 
beneht  plan; 
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(iv)  Made  in  reliance  on  Regulation  S 
(§  230.901-904);  or 

(v)  Made  more  than  six  months  after 
the  completion  of  the  Regulation  A 
offering. 

Note:  If  the  issuer  offers  or  sells  securities 
for  which  the  safe  harbor  rules  are 
unavailable,  such  offers  and  sales  still  may 
not  be  integrated  with  the  Regulation  A 
offering,  depending  on  the  particular  facts 
and  circumstances.  See  Securities  Act 
Release  No.  4552  (November  6, 1962]  (27  FR 
11316). 

(d)  Offering  conditions — (1)  Offers,  (i) 
Except  as  allowed  by  $  230.254,  no  offer 
of  securities  shall  be  made  unless  a 
Form  1-A  offering  statement  has  been 
nied  with  the  Commission.  No  money  or 
other  consideration  sent  in  response  to  a 
notice  allowed  by  §  230.254  shall  be 
accepted. 

(ii)  After  the  Form  1-A  offering 
statement  has  been  filed: 

(A)  Oral  offers  may  be  made; 

(B)  Written  offers  under  §  230.255  may 
be  made; 

(C)  Printed  advertisements  may  be 
published  or  radio  or  television 
broadcasts  made,  if  they  state  from 
whom  a  Preliminary  Offering  Circular  or 
Final  Offering  Circular  may  be  obtained, 
and  contain  no  more  than  the  following 
information: 

(7)  The  name  of  the  issuer  of  the 
securiW; 

(2)  Tne  title  of  the  security,  the 
amount  being  offered  and  the  per  unit 
offering  price  to  the  public; 

(2)  Tne  general  type  of  the  issuer’s 
business;  and 

[4]  A  brief  statement  as  to  the  general 
character  and  location  of  its  property. 

(iii)  After  the  Form  1-A  offering 
statement  has  been  qualified,  other 
written  offers  may  be  made,  but  only  if 
accompanied  with  or  preceded  by  a 
Final  Offering  Circular. 

(2)  Sales,  (i)  No  sale  of  securities  shall 
be  made  until: 

(A)  The  Form  1-A  offering  statement 
has  been  qualified; 

(B)  A  Preliminary  Offering  Circular  or 
Final  Offering  Circular  is  furnished  to 
the  prospective  purchaser  at  least  48 
hours  prior  to  the  mailing  of  the 
confirmation  of  sale  to  that  person;  and 

(C)  A  Final  Offering  Circular  is 
delivered  to  the  purchaser  with  the 
confirmation  of  sale,  unless  it  has  been 
delivered  to  that  person  at  an  earlier 
time. 

(ii)  Sales  by  a  dealer  (including  an 
underwriter  no  longer  acting  in  that 
capacity  for  the  security  involved  in 
such  transaction)  that  take  place  within 
90  days  after  the  qualification  of  the 
Regulation  A  offering  statement  may  be 
made  only  if  the  dealer  delivers  a  copy 
of  the  current  offering  circular  to  the 


purchaser  before  or  with  the 
confirmation  of  sale.  The  issuer  or 
underwriter  of  the  offering  shall  provide 
requesting  dealers  with  reasonable 
quantities  of  the  offering  circular  for  this 
purpose. 

(3)  Continuous  or  delayed  offerings. 
Continuous  or  delayed  offerings  may  be 
made  under  this  regulation  A  if 
permitted  by  i  230.415. 

§  230.252  Offering  Statement 

(a)  Documents  to  be  included.  The 
offering  statement  consists  of  the  facing 
sheet  of  Form  1-A  (§  239.90  of  this 
chapter),  the  contents  required  by  the 
form  and  any  other  material  information 
necessary  to  make  the  required 
statements,  in  the  light  of  the 
circumstances  under  which  they  are 
made,  not  misleading. 

(b)  Paper,  printing,  language  and 
pagination,  llie  requirements  for 
offering  statements  are  the  same  as 
those  specified  in  §  230.403  for 
registration  statements  under  the  Act. 

(c)  Confidential  treatment  A  request 
for  confidential  treatment  may  be  made 
under  §  230.406  for  information  required 
to  be  filed,  and  S  200.83  of  this  chapter 
for  information  not  required  to  be  ffled. 

(d)  Signatures.  The  issuer,  its  Chief 
Executive  Officer,  Chief  Financial 
Officer,  a  majority  of  the  members  of  its 
board  of  directors  or  other  governing 
body,  and  each  selling  security  holder 
shall  sign  the  offering  statement.  If  a 
signature  is  by  a  person  on  behalf  of  any 
other  person,  evidence  of  authority  to 
sign  shall  be  filed,  except  where  an 
executive  officer  signs  for  the  issuer.  If 
the  issuer  is  a  limited  partnership,  a 
majority  of  the  board  of  directors  of  any 
corporate  general  partner  also  shall  sign. 

(e)  Number  of  copies  and  where  to 
file.  Seven  copies  of  the  offering 
statement,  at  least  one  of  which  is 
manually  signed,  shall  be  filed  either 
with  the  Commission's  Office  for  the 
region  in  which  the  issuer’s  principal 
business  operations  are  conducted  or 
are  proposed  to  be  conducted  or  with 
the  Commission’s  main  office  in 
Washington,  DC.  Since  no  filing  may  be 
made  with  the  Philadelphia  Regional 
Office,  filings  within  the  jurisdiction  of 
that  office  may  be  made  either  at  the 
Atlanta  or  New  York  Regional  Office  or 
in  Washington,  DC. 

(f)  Fee.  There  is  a  filing  fee  of  $500 
which  shall  accompany  the  initial  filing 
of  the  offering  statement.  There  is  no  fee 
for  amendments. 

(g)  Qualification.  (1)  If  there  is  no 
delaying  notation  as  permitted  by 
paragraph  (g)(2)  of  this  section  or 
suspension  proceeding  under  §  230.258, 
an  offering  statement  is  qualified 


without  Commission  action  on  the  20th 
calendar  day  after  its  filing. 

(2)  An  offering  statement  containing 
the  following  notation  can  be  qualified 
only  by  order  of  the  Commission,  unless 
such  notation  is  removed  prior  to 
Commission  action  as  described  in 
paragraph  (g)(3)  of  this  section: 

This  offering  statement  shall  only  be 
qualified  upon  order  of  the  Commission, 
unless  a  subsequent  amendment  is  filed 
indicating  the  intention  to  become  qualified 
by  operation  of  the  terms  of  Regulation  A 

(3)  The  delaying  notation  specified  in 
paragraph  (g)(2)  of  this  section  can  be 
removed  only  by  an  amendment  to  the 
offering  statement  that  contains  the 
following  language: 

This  offering  statement  shall  become 
qualified  on  the  20th  calendar  day  following 
the  filing  of  this  amendment. 

(h)  Amendments.  If  any  information  in 
the  offering  statement  is  amended,  an 
amendment,  signed  in  the  same  manner 
as  the  initial  filing,  shall  be  filed.  Seven 
copies  of  every  amendment  shall  be 
filed  with  the  Commission’s  Office  that 
accepted  the  initial  filing.  Subsequent 
amendments  to  an  offering  shall 
recommence  the  time  period  for 
qualification. 

§  230.253  Offering  ctrcular. 

(a)  Contents.  An  offering  circular  shall 
include  the  narrative  and  financial 
information  required  by  Form  1-A. 

(b)  Presentation  of  information. 
Information  in  the  offering  circular  shall 
be  presented  in  a  clear,  concise  and 
understandable  manner  and  in  a  type 
size  that  is  easily  readable.  Repetition  of 
information  should  be  avoided:  cross- 
referencing  of  information  within  the 
document  is  permitted. 

(c)  Date.  Ail  offering  circular  shall  be 
dated  approximately  as  of  the  date  of 
the  qualification  of  the  offering 
statement  of  which  it  is  a  part. 

(d)  Cover  page  legend.  "The  cover  page 
of  every  offering  circular  shall  display 
the  following  statement  in  capital  letters 
printed  in  boldfaced  type  at  least  as 
large  as  that  used  generally  in  the  body 
of  such  offering  circular. 

The  United  States  Securities  and  Exchange 
Commission  does  not  pass  upon  the  merits  of 
or  give  its  approval  to  any  securities  offered 
or  the  terms  of  the  offering,  nor  does  it  pass 
upon  the  accuracy  or  completeness  of  any 
offering  circular  or  other  selling  literature. 
These  securities  are  offered  pursuant  to  an 
exemption  fi-om  registration  with  the 
Commission;  however,  the  Commission  has 
not  made  an  independent  determination  that 
the  securities  offered  hereunder  are  exempt 
from  registration. 

(e)  Revisions.  (1)  An  offering  circular 
shall  be  revised  during  the  course  of  an 
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offering  whenever  the  information  it 
contains  has  become  false  or  misleading 
in  light  of  existing  circumstances, 
material  developments  have  occurred, 
or  there  has  been  a  fundamental  change 
in  the  information  initially  presented. 

(2)  An  offering  circular  for  a 
continuous  offering  shall  be  updated  to 
include,  among  other  things,  updated 
financial  statements,  12  months  after  the 
date  the  offering  statement  was 
qualiHed. 

(3)  Every  revised  or  updated  offering 
circular  shall  be  filed  as  an  amendment 
to  the  offering  statement  and  requaliHed 
in  accordance  with  §  230.252. 

230.254  Solicitation  of  interest  document 
for  use  prior  to  an  offering  statement 

(a)  An  issuer  may  publish  or  deliver  to 
prospective  purchasers  a  written 
document  to  determine  whedier  thm  is 
any  interest  in  a  contemplated  securities 
offering.  Following  publication  or 
delivery,  oral  communications  wldl 
prospective  investors  are  pennittad.  The 
written  document  and  oral 
communications  are  subject  to  the 

anti  fraud  provisions  of  the  federal 
securities  laws,  and  neither  may  be  the 
basis  to  solicit  or  receive  money,  or  any 
commitment,  binding  or  otherwise,  from 
any  prospective  investor, 

(b)  Any  written  document  imder  this 
section  shall  state: 

(1)  that  no  money  or  other 
consideration  sent  in  response  will  be 
accepted:  and 

(2)  that  no  sales  of  the  securities  will 
be  made  or  conunitment  to  purchase  will 
be  accepted  imtil  delivery  of  an  offering 
circular  that  will  include  complete 
information  about  the  issuer  and  the 
offering. 

(c)  Any  written  document  under  this 
section  may  include  a  coupon, 
returnable  to  the  issuer  indicating 
interest  in  a  potential  offering,  revealing 
the  name,  address  and  telephone 
number  of  the  prospective  investor. 

(d)  On  or  before  the  date  of  its  first 
use,  the  issuer  shall  file  a  copy  of  any 
written  document  under  this  section  to 
the  Commission’s  Regional  Office  for 
the  region  in  which  the  issuer’s  principal 
business  operations  are  conducted  or 
are  proposed  to  be  conducted  or  with 
the  Commission’s  main  office  in 
Washington,  DC.  The  document  shall 
either  contain  or  be  accompanied  by  the 
name  and  telephone  number  of  a  person 
able  to  answer  questions  about  the 
document. 

(e)  No  sale  may  be  made  until 
qualification  of  the  offering  statement 
and  in  no  event  may  sales  be  made  until 
20  calendar  days  after  the  publication  or 
delivery  of  the  document. 


(f)  For  purposes  of  this  section,  no 
radio  or  television  broadcast  is 
permitted. 

§  230.255  Praliminary  offering  circulars. 

(a)  Prior  to  qualification  of  the 
required  offering  statement,  but  after  its 
filing,  a  written  offer  of  securities  may 
be  made  if  it  meets  the  following 
requirements: 

(1)  The  outside  front  cover  page  of  the 
material  bears  the  caption  “Preliminary 
Offering  Circular,”  the  date  of  issuance, 
and  the  following  statement,  which  shall 
run  along  the  left  hand  margin  of  the 
page  and  be  printed  perpendicular  to  the 
text,  in  boldfaced  type  at  least  as  large 
as  that  used  generally  in  the  body  of 
such  offering  circular: 

An  offering  statement  pursuant  to 
Regulation  A  relating  to  these  securities  has 

been  filed  with  the _ Office  of  the 

Securities  and  Exchange  Commission. 

Information  contained  in  this  Preliminary 
Offering  Circular  is  subject  to  completion  or 
amendment.  These  securities  may  not  be  sold 
nor  may  offers  to  buy  be  accepted  prior  to  the 
time  an  offering  circular  which  is  not 
designated  as  a  Preliminary  Offering  Circular 
is  delivered  and  the  offering  statement  filed 
with  the  Commission  becomes  qualified.  This 
Preliminary  Offering  Circular  shall  not 
constitute  an  offer  to  sell  or  the  solicitation  of 
an  offer  to  buy  nor  shall  there  be  any  sales  of 
these  securities  in  any  state  in  which  such 
offer,  solicitation  or  sale  would  be  unlawful 
prior  to  registration  or  qualification  imder  the 
laws  of  any  such  state. 

(2)  The  Preliminary  Offering  Circular 
contains  substantially  the  information 
required  in  an  offering  circular  by  Form 
1-A  (§  239.90  of  this  chapter],  except 
that  information  with  respect  to  offering 
price,  underwriting  discounts  or 
commissions,  discounts  or  commissions 
to  dealers,  amount  of  proceeds, 
conversion  rates,  call  prices,  or  other 
matters  dependent  upon  the  offering 
price  may  be  omitted.  The  outside  front 
cover  page  of  the  Preliminary  Offering 
Circular  shall  include  a  bona  fide 
estimate  of  the  range  of  the  maximum 
offering  price  and  maximum  number  of 
shares  or  other  units  of  securities  to  be 
offered  or  a  bona  fide  estimate  of  the 
principal  amount  of  debt  securities  to  be 
offered. 

(3)  The  material  is  filed  as  a  part  of 
the  offering  statement. 

(b)  If  a  Preliminary  Offering  Circular 
is  inaccurate  or  inadequate  in  any 
material  respect,  a  revised  Preliminary 
Offering  Circular  or  a  complete  Offering 
Circular  shall  be  furnished  to  all  persons 
to  whom  securities  are  to  be  sold  at 
least  48  hours  prior  to  the  mailing  of  any 
confirmation  of  sale  to  such  persons,  or 
shall  be  sent  to  such  persons  under  such 
circumstances  that  it  would  normally  be 


received  by  them  48  hours  prior  to 
receipt  of  confirmation  of  the  sale. 

§  230.256  Filing  of  sates  matartai. 

Seven  copies  of  any  advertisement  or 
written  communication,  or  the  script  of 
any  radio  or  television  broadcast,  shall 
be  filed  with  the  Office  of  the 
Commission  where  the  offering 
statement  was  initially  filed  when  the 
material  is  first  published  or  delivered. 

§  230.257  Reports  of  sates  and  use  of 
proceeds. 

The  issuer  and/or  each  selling 
security  holder  shall  file  seven  copies  of 
a  report  concerning  sales  and  use  of 
proceeds  on  Form  2-A  (§  239.91  of  this 
chapter],  or  other  form  prescribed  by  the 
Commission,  with  the  Office  of  the 
Commission  where  the  offering 
statement  was  initially  filed,  ’^is  report 
shall  be  filed  at  the  following  times: 

(a]  Every  six  months  after  the 
qualification  of  the  offering  statement  or 
any  amendment  until  substantially  all 
the  proceeds  have  been  applied;  and 

(b]  Within  30  calendar  days  after  the 
termination,  completion  or  final  sale  of 
securities  in  the  offering,  or  the 
application  of  the  proceeds  fix)m  the 
offering,  whichever  is  the  latest  event. 
This  report  should  be  labeled  the  final 
report.  For  purposes  of  this  section,  the 
temporary  investment  of  proceeds 
pending  final  application  shall  not 
constitute  application  of  the  proceeds. 

§  230.256  Suspension  of  the  exemption. 

(a]  The  Commission  may  at  any  time 
enter  an  order  temporarily  suspending  a 
Regulation  A  exemption  if  it  has  reason 
to  believe  that: 

(1]  No  exemption  is  available  or  any 
of  the  terms,  conditions  or  requirements 
of  the  Regulation  have  not  been 
complied  with,  including  failures  to 
provide  the  Commission  a  copy  of  the 
document  under  §  230.254,  to  file  any 
sales  material  as  required  by  §  230.256 
or  report  as  required  by  §  230.257; 

(2]  The  offering  statement  or  any  sales 
material  contains  any  untrue  statement 
of  a  material  fact  or  omits  to  state  a 
material  fact  necessary  in  order  to  make 
the  statements  made,  in  light  of  the 
circumstances  under  which  they  are 
made,  not  misleading; 

(3]  The  offering  is  being  made  or 
would  be  made  in  violation  of  section  17 
of  the  Securities  Act; 

(4]  An  event  has  occurred  after  the 
filing  of  the  offering  statement  which 
would  have  rendered  the  exemption 
hereunder  unavailable  if  it  had  occurred 
prior  to  such  filing; 

(5]  Any  person  specified  in  paragraph 
(a]  of  S  230.262  has  been  indicted  for 
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any  crime  or  offense  of  the  character 
specihed  in  paragraph  (a)(3}  of 
§  230.262,  or  any  proceeding  has  been 
initiated  for  the  purpose  of  enjoining  any 
such  person  from  engaging  in  or 
continuing  any  conduct  or  practice  of 
the  character  specihed  in  paragraph 

(a) (4)  of  §  230.262; 

(6)  Any  person  specified  in  paragraph 

(b)  of  §  230.262  has  been  indicted  for 
any  crime  or  offense  of  the  character 
specified  in  paragraph  (b)(1)  of 

S  230.262,  or  any  proceeding  has  been 
initiated  for  the  purpose  of  enjoining  any 
such  person  from  engaging  in  or 
continuing  any  conduct  or  practice  of 
the  character  specified  in  paragraph 
(b)(2)  of  S  230.262;  or 

(7)  The  issuer  or  any  promoter,  officer, 
director  or  underwriter  has  failed  to 
cooperate,  or  has  obstructed  or  refused 
to  permit  the  making  of  an  investigation 
by  the  Commission  in  connection  with 
any  offering  made  or  proposed  to  be 
made  in  reliance  on  regulation  A. 

(b)  Upon  the  entry  of  an  order  under 
paragraph  (a)  of  this  section,  the 
Commission  will  promptly  give  notice  to 
the  issuer,  any  underwriter  and  any 
selling  security  holder: 

(1)  That  such  order  has  been  entered, 
together  with  a  brief  statement  of  the 
reasons  for  the  entry  of  the  order,  and 

(2)  That  the  Commission,  upon  receipt 
of  a  written  request  within  30  calendar 
days  after  the  entry  of  the  order,  will 
within  20  calendar  days  after  receiving 
the  request,  order  a  hearing  at  a  place  to 
be  designated  by  the  Commission. 

(c)  If  no  hearing  is  requested  and  none 
is  oMered  by  the  Commission,  an  order 
entered  under  paragraph  (a)  of  this 
section  shall  become  permanent  on  the 
30th  calendar  day  after  its  entry  and 
shall  remain  in  effect  unless  or  until  it  is 
modified  or  vacated  by  the  Commission. 
Where  a  hearing  is  requested  or  is 
ordered  by  die  Commission,  the 
Commission  will,  after  notice  of  and 
opportunity  for  such  hearing,  either 
vacate  the  order  or  enter  an  order 
permanently  suspending  the  exemption. 

(d)  The  Commission  may,  at  any  time 
after  notice  of  and  opportunity  for 
hearing,  enter  an  order  permanenUy 
suspending  the  exemption  for  any 
reason  upon  which  it  could  have  entered 
a  temporary  suspension  order  under 
paragraph  (a)  of  this  section.  Any  such 
order  shall  remain  in  effect  imtil  vacated 
by  the  Commission. 

(e)  All  notices  required  by  this  section 
shall  be  given  by  personal  service, 
registered  or  certified  mail  to  the 
addresses  given  by  the  issuer,  any 
underwriter  and  any  selling  security 
holder  in  the  offering  statement. 


§  230.259  Wnthdrawal  or  abamkHiment  of 
offering  statoments. 

(a)  If  none  of  the  securities  which  are 
the  subject  of  an  offering  statement  have 
been  sold  and  such  offering  statement  is 
not  the  subject  of  a  proceeding  under 

§  230.258,  the  offering  statement  may  be 
withdrawn  with  the  Commission’s 
consent.  The  application  for  withdrawal 
shall  state  the  reason  the  offering 
statement  is  to  be  withdrawn,  to  be 
signed  by  an  authorized  representative 
of  the  issuer  and  to  be  directed  to  the 
Commission's  Office  where  the  offering 
statement  was  filed. 

(b)  When  an  offering  statement  has 
been  on  file  with  the  Commission  for 
nine  months  without  amendment  and 
has  not  become  qualified,  the 
Commission  may,  in  its  discretion, 
proceed  in  the  following  manner  to 
determine  whether  such  offering 
statement  has  been  abandoned  by  the 
issuer.  If  the  offering  statement  has  been 
amended,  the  9-month  period  shall  be 
computed  from  the  date  of  the  latest 
amendment 

(1)  Notice  will  be  sent  to  the  issuer, 
and  to  any  counsel  for  the  issuer  named 
in  the  offering  statement,  by  registered 
or  certified  mail,  return  receipt 
requested,  addressed  to  the  most  recent 
addresses  for  the  issuer  and  issuer’s 
counsel  as  reflected  in  the  offering 
statement.  Such  notice  will  inform  the 
issuer  and  issuer’s  counsel  that  the 
offering  statement  or  amendments 
thereto  is  out  of  date  and  must  be  either 
amended  to  comply  with  applicable 
requirements  of  relation  A  or  be 
withdrawn  within  30  calendar  days  after 
the  notice. 

(2)  If  the  issuer  or  issuer’s  counsel  fail 
to  respond  to  such  notice  by  filing  a 
substantive  amendment  or  withdrawing 
the  offering  statement  or  do  not  furnish 
a  satisfactory  explanation  as  to  why  the 
issuer  has  not  done  so  within  30 
calendar  days,  the  Commission  may 
declare  the  offering  statement 
abandoned. 

§  230260  Instgntficant  deviatkMW  from  a 
term,  comfltlon  or  requiroinont  of 
regulation  A. 

(a)  A  failure  to  comply  with  a  term, 
condition  or  requirement  of  regulation  A 
will  not  result  in  the  loss  of  the 
exemption  from  the  requirements  of 
section  5  of  the  Securities  Act  for  any 
offer  or  sale  to  a  particular  individual  or 
entity,  if  the  person  relying  on  the 
exemption  establishes; 

(1)  the  failure  to  comply  did  not 
pertain  to  a  term,  condition  or 
requirement  directly  intended  to  protect 
that  particular  individual  or  entit^ 

(2)  the  failiue  to  comply  was 
insignificant  widi  respect  to  the  offering 


as  a  whole,  provided  that  any  failure  to 
comply  with  paragraphs  (a),  (b),  (d)  (1) 
and  (3)  of  §  230.251  shall  be  deemed  to 
be  significant  to  the  offering  as  a  whole; 
and 

(3)  a  good  faith  and  reasonable 
attempt  was  made  to  comply  with  all 
applicable  terms,  conditions  and 
requirements  of  regulation  A. 

(b)  A  transaction  made  in  reliance 
upon  regulation  A  shall  comply  with  all 
applicable  terms,  conditions  and 
requirements  of  the  regulation.  Where 
an  exemption  is  established  only 
through  reliance  upon  paragraph  (a)  of 
this  section,  the  failure  to  comply  shall 
nonetheless  be  actionable  by  the 
Conunission  under  section  20  of  the  Act. 

(c)  This  provision  provides  no  relief  or 
protection  from  a  proceeding  under 

§  ^0.258. 

§230.261  Definitions. 

As  used  in  this  regulation  A.  all  terms 
have  the  same  meanings  as  in  §  230.405, 
except  that  all  references  to  registrant  in 
those  definitions  shall  refer  to  the  issuer 
of  the  securities  to  be  offered  and  sold 
under  regulation  A.  In  addition,  these 
terms  have  the  following  meanings: 

(a)  Final  offering  circular.  The  current 
offering  circular  contained  in  a  qualified 
offering  statement; 

(b)  Preliminary  offering  circular.  The 
offering  circular  described  in 

§  230255(a). 

§  230262  Disqualification  provisions. 

Unless,  upon  a  showing  of  good  cause 
and  without  prejudice  to  any  other 
action  by  the  Commission,  ffie 
Conunission  determines  that  it  is  not 
necessary  under  the  circumstances  that 
the  exemption  provided  by  this 
regulation  A  be  denied,  the  exemption 
shall  not  be  available  for  the  offer  or 
sale  of  securities,  if: 

(a)  The  issuer,  any  of  its  predecessors 
or  any  affiliated  issuer: 

(1)  Has  filed  a  registration  statement 
which  is  the  subject  of  any  pending 
proceeding  or  examination  under 
section  8  of  the  Act,  or  has  been  the 
subject  of  any  refusal  order  or  stop 
order  thereunder  within  5  years  prior  to 
the  filing  of  the  offering  statement 
required  by  §  230.252; 

(2)  Is  subject  to  any  pending 
proceeding  imder  §  230.258  or  any 
similar  section  adopted  imder  section 
3(b)  of  the  Securities  Act,  or  to  an  order 
entered  thereunder  within  5  years  prior 
to  the  filing  of  such  offering  statement; 

(3)  Has  been  convicted  within  5  years 
prior  to  the  filing  of  such  offering 
statement  of  any  felony  or  misdemeanor 
in  connection  with  the  purchase  or  sale 
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of  any  security  or  involving  the  making 
of  any  false  filing  with  the  Commission; 

(4)  Is  subject  to  any  order,  judgment, 
or  decree  of  any  court  of  competent 
jurisdiction  temporarily  or  preliminarily 
restraining  or  enjoining,  or  is  subject  to 
any  order,  judgment  or  decree  of  any 
court  of  competent  jurisdiction,  entered 
within  5  years  prior  to  the  filing  of  such 
offering  statement,  permanently 
restraining  or  enjoining,  such  person 
from  engaging  in  or  continuing  any 
conduct  or  practice  in  connection  with 
the  purchase  or  sale  of  any  secudty  or 
involving  the  making  of  any  false  filing 
with  the  Commission;  or 

(5)  Is  subject  to  a  United  States  Postal 
Service  false  representation  order 
entered  under  39  U.S.C.  3005  within  5 
years  prior  to  the  filing  of  the  offering 
statement,  or  is  subject  to  a  temporary 
restraining  order  or  preliminary 
injunction  entered  under  39  U.S.C.  3007 
with  respect  to  conduct  alleged  to  have 
violated  39  U.S.C.  3005.  The  entry  of  an 
order,  judgment  or  decree  against  any 
affiliated  entity  before  the  affiliation 
with  the  issuer  arose,  if  the  affiliated 
entity  is  not  in  control  of  the  issuer  and 
if  the  affiliated  entity  and  the  issuer  are 
not  under  the  common  control  of  a  third 
party  who  was  in  control  of  the 
affiliated  entity  at  the  time  of  such  entry 
does  not  come  within  the  pinview  of  this 
paragraph  (a)  of  this  section. 

(b)  Any  director,  officer  or  general 
partner  of  the  issuer,  beneficial  owner  of 
10  percent  or  more  of  any  class  of  its 
equity  securities,  any  promoter  of  the 
issuer  presently  connected  with  it  in  any 
capacity,  any  underwriter  of  the 
securities  to  be  offered,  or  any  partner, 
director  or  officer  of  any  such 
underwriter: 

(1)  Has  been  convicted  within  10 
years  prior  to  the  filing  of  the  offering 
statement  required  by  §  230.252  of  any 
felony  or  misdemeanor  in  connection 
with  the  purchase  or  sale  of  any 
security,  involving  the  making  of  a  false 
filing  with  the  Commission,  or  arising 
out  of  the  conduct  of  the  business  of  an 
underwriter,  broker,  dealer,  municipal 
securities  dealer,  or  investment  adviser, 

(2)  Is  subject  to  any  order,  judgment, 
or  decree  of  any  court  of  competent 
jurisdiction  temporarily  or  preliminarily 
enjoining  or  restraining,  or  is  subject  to 
any  order,  judgment,  or  decree  of  any 
court  of  competent  jurisdiction,  entered 
within  5  years  prior  to  the  filing  of  such 
offering  statement,  permanently 
enjoining  or  restraining  such  person 
from  engaging  in  or  continuing  any 
conduct  or  practice  in  connection  with 
the  purchase  or  sale  of  any  security, 
involving  the  making  of  a  false  filing 
with  the  Commission,  or  arising  out  of 
the  conduct  of  the  business  of  an 


underwriter,  broker,  dealer,  municipal 
securities  dealer,  or  investment  adviser, 

(3)  Is  subject  to  an  order  of  the 
Commission  entered  pursuant  to  section 
15(b),  15B(a),  or  15B(c)  of  the  Exchange 
Act,  or  section  203(e)  or  (f)  of  the 
Investment  Advisers  Act  of  1940  (15 
U.S.C.  80b-l  et  seg.); 

(4)  Is  suspended  or  expelled  firom 
membership  in,  or  suspended  or  barred 
from  association  with  a  member  of,  a 
national  securities  exchange  registered 
under  section  6  of  the  Exchange  Act  or  a 
national  securities  association 
registered  under  section  15A  of  the 
Exchange  Act  for  any  act  or  omission  to 
act  constituting  conduct  inconsistent 
with  just  and  equitable  principles  of 
trade;  or 

(5)  Is  subject  to  a  United  States  Postal 
Service  false  representation  order 
entered  under  39  U.S.C.  3005  within  5 
years  prior  to  the  filing  of  the  offering 
statement  required  by  S  230.252,  or  is 
subject  to  a  restraining  order  or 
preliminary  injunction  entered  under  39 
U.S.C.  3007  with  respect  to  conduct 
alleged  to  have  violated  39  U.S.C.  3005. 

(c)  Any  underwriter  of  such  securities 
was  an  imderwriter  or  was  named  as  an 
underwriter  of  any  securities: 

(1)  Covered  by  any  registration 
statement  which  is  the  subject  of  any 
pending  proceeding  or  examination 
under  section  8  of  ffie  Act,  or  is  the 
subject  of  any  refusal  order  or  stop 
order  entered  thereunder  within  5  years 
prior  to  the  filing  of  the  offering 
statement  required  by  8  230.252;  or 

(2)  Covered  by  any  filing  which  is 
subject  to  any  pending  proceeding  imder 
8  230.258  or  any  similar  rule  adopted 
imder  section  3(b)  of  the  Securities  Act, 
or  to  an  order  entered  thereunder  within 
5  years  prior  to  the  filing  of  such  offering 
statement 

8.  Section  230.405  is  amended  by 
adding  the  following  definition  of  small 
business  issuer  in  the  appropriate 
alphabetical  order  to  read  as  follows: 

8  230.405  Dsfinitions  of  terms. 

*  *  «  *  * 

Small  business  issuer.  The  term  small 
business  issuer  meaiya  an  entity  that 
meets  the  following  criteria: 

(1)  Had  revenues  of  less  than 
$15,000,000  during  its  last  fiscal  year; 

(2)  Is  not  a  foreign  private  issuer  or  a 
foreign  government; 

(3)  Is  not  an  investment  company;  and 

(4)  Is  not  a  wholly  owned  subsidiary 
of  a  non-small  business  issuer. 
***** 

§230.502  lAmended] 

9.  In  §  230.502  by  amending  the  note  to 
paragraph  (b)  by  removing  the  last 
sentence  and  in  the  flush  text  of 


paragraph  (d)  by  removing  the  words 
"and  8  230.504(b)(2)(ii)  require"  and 
adding  the  word  "requires". 

10.  By  revising  paragraphs  (b)  (1)  and 
(2),  and  Notes  1  and  2  to  paragraph 
(b)(2)  and  removing  paragraph  (b)(2)(ii) 
of  8  230.504  to  read  as  follows: 

8  230.504  Exemption  for  llmitod  offerings 
and  safes  of  eecurltiee  not  exceerflng 
$1,000,000. 

***** 

(b)  Conditions  to  be  met  (1)  To 
qualify  for  exemption  under  this 
8  230.504,  offers  and  sales  must  satisfy 
the  terms  and  conditions  of  8  8  230.501 
and  230.502,  except  that  the  provisions 
of  8  230.502(c)  and  (d)  shall  not  apply  to 
offers  and  sales  made  under  this 
8  230.504. 

(2)  The  aggregate  offering  price  for  an 
offering  of  securities  under  this 
8  230.504,  as  defined  in  8  230.501(c), 
shall  not  exceed  $1,000,000,  less  ffie 
aggregate  offering  price  for  all  securities 
sold  within  the  twelve  months  before 
the  start  of  and  during  the  offering  of 
securities  under  this  8  230.504,  in 
reliance  on  any  exemption  under  section 
3(b),  or  in  violation  of  section  5(a)  of  the 
Securities  Act. 

Note  1:  The  calculation  of  the  aggregate 
offering  price  is  illustrated  as  follows: 

If  an  issuer  sold  $900,000  on  (une  1, 1987 
under  this  8  230.504  and  an  additional 
$4,100,000  on  December  1. 1987  under 
8  230.505,  the  issuer  could  not  sell  any  of  its 
securities  under  this  8  230.504  until  December 
1, 1988.  Until  then  the  issuer  must  count  the 
December  1, 1987  sale  towards  the  $1,000,000 
limit  within  the  preceding  twelve  months. 

Note  2:  If  a  transaction  under  8  230.504  fails 
to  meet  the  limitation  on  the  aggregate 
offering  price,  it  does  not  affect  the 
availability  of  this  8  230.504  for  the  other 
transactions  considered  in  applying  such 
limitation.  For  example,  if  an  issuer  sold 
$1,000,000  worth  of  its  securities  on  January  1, 
1988  under  this  8  230.504  and  an  additional 
$500,000  worth  on  July  1, 1988,  this  8  230.504 
would  not  be  available  for  the  later  sale,  but 
would  still  be  applicable  to  the  January  1, 

1988  sale. 

***** 

11.  By  revising  paragraph  (a)(2)  of 
§  230.508  to  read  as  follows: 

8  230.508  Insignificant  deviations  from  a 
term,  condition  or  requirement  of 
regulation  D. 

(a)  *  •  * 

(2)  The  failure  to  comply  was 
insignificant  with  respect  to  the  offering 
as  a  whole,  provided  that  any  failure  to 
comply  with  paragraph  (c)  of  8  230.502, 
paragraph  (b)(2)  of  8  230.^,  paragraphs 
(b)(2)(i)  and  (ii)  of  8  230.505  and 
paragraph  (b)(2)(i)  of  8  230.506  shall  be 
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deemed  to  be  significant  to  the  offering 
as  a  whole;  and 

*  *  «  «  * 

PART  239— FORMS  PRESCRIBED 
UNDER  THE  SECURITIES  ACT  OF  1933 

12.  The  authority  citation  for  part  239 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  77a,  et  seq.,  unless 
otherwise  noted. 

§§  239.28,  239.92, 239.93, 239.94, 239.95  and 
239.96  [Removed] 

13.  By  removing  §  §  239.28,  239.92, 
239.93,  239.94,  239.95,  and  239.96. 

14.  Section  239.29  is  added  to  read  as 
follows: 

§  239.29  Form  SB-1,  optional  form  for  the 
registration  of  securities  to  be  sold  to  the 
public  by  small  business  Issuers. 

Small  business  issuers  defined  in  rule 


405  (17  CFR  230.405  of  this  chapter)  may 
use  this  form  to  register  securities  to  be 
sold  for  cash. 

Note:  The  Text  and  Instructions  of  Form 
SB-1  will  not  appear  in  the  Code  of  Federal 
Regulations. 

OMB  APPROVAL 
OMB  Number:  xxxx-xxxx 
Expires:  Approval  Pending 
Estimated  average  burden  hours  per 

response . 1.0 

U.S.  Securities  and  Exchange  Commission, 
Washington,  DC  20549 

Form  SB-1 

Registration  Statement  Under  the  Securities 
Act  of  1933 

(Amendment  No.  ) 

(Name  of  small  business  issuer  in  its  charter) 


(State  or  jurisdiction  of  incorporation  or 
organization) 

(Primary  Standard  Industrial  Classification 
Code  Number) 

(I.R.S.  Employer  Identification  No.) 


(Address  and  telephone  number  of  principal 
executive  offices) 

(Address  of  principal  place  of  business  or 
intended  principal  place  of  business) 

(Name,  address  and  telephone  number  of 
agent  for  service) 

Approximate  date  of  proposed  sale  to  the 
public _ 


Calculation  of  Registration  Fee 


Dollar  amount  to  be 

Proposed  maximum  offering 

Proposed  maximum  aggregate 

registered 

price  per  unit 

offering  price 

Title  of  each  class  of 
securities  to  be  registered 


Amount  of  registration  fee 


The  following  delaying  amendment  is 
optional,  but  see  rule  before  omitting  it: 
The  registrant  hereby  amends  this 
registration  statement  on  such  date  or  dates 
as  may  be  necessary  to  delay  its  effective 
date  until  the  registrant  shall  file  a  further 
amendment  which  specifically  states  that  this 
registration  statement  shall  thereafter 
become  effective  in  accordance  with  section 
8(a)  of  the  Securities  Act  of  1933  or  until  the 
registration  statement  shall  become  effective 
on  such  date  as  the  Commission,  acting 
pursuant  to  said  section  8(a],  may  determine. 

General  Instructions 

A.  Use  of  Form  and  Place  of  Filing 

1.  A  "small  business  issuer,"  defined  in  rule 
405  of  the  Securities  Act  of  1933  (the 
"Securities  Act")  may  use  this  form  to 
register  securities  to  be  sold  for  cash. 

2.  If  the  small  business  issuer  is  not  a 
reporting  company,  it  should  file  the 
registration  statement  in  the  regional  office 
that  is  closest  to  its  principal  place  of 
business  or  the  Washington  DC  o^ce. 
However,  no  filing  may  be  made  in  the 
Philadelphia  regional  o^ice:  small  business 
issuers  in  that  region  should  file  in  the 
Atlanta,  New  York  or  Washington,  DC 
offices. 

3.  If  the  small  business  issuer  is  a  reporting 
company  or  a  holding  company  of  a  bank 
(see  the  definition  of  "bank"  in  section  12(i) 
of  the  Exchange  Act),  it  should  file  the 
registration  statement  in  the  Commission's 
Washington  DC  headquarters. 

4.  Post-effective  amendments  should  be 
filed  with  the  o^ice  that  declare  the 
registration  statement  effective. 


5.  The  Commission  will  attempt  to  process 
the  registration  statement  at  the  place  of 
filing.  However,  due  to  workload  or  other 
special  considerations,  the  Commission  may 
refer  processing  to  a  different  office. 

B.  General  Requirements 

1.  Regulation  S-B  (17  CFR  228.10  et  seq.) 
contains  the  disclosure  requirements  for 
Form  SB-1.  In  preparing  a  registration 
statement  on  this  Form,  reference  also  should 
be  made  to  the  General  Rules  and 
Regulations  under  the  Securities  Act, 
particularly  regulation  C  which  sets  forth 
requirements  for  the  preparation  and  filing  of 
a  registration  statement  such  as  paper  type 
and  size. 

2.  Issuers  registering  securities  for  the  first 
time  should  be  aware  of  Form  SR  and  rule 
463  under  the  Securities  Act  concerning  sales 
of  registered  securities  and  the  use  of 
proceeds.  First  time  issuers  also  should  be 
aware  of  Exchange  Act  rule  15c2-8  (240.15c2- 
8)  which  requires  broker  dealers  to  deliver  a 
prospectus  48  hours  before  a  sale  of 
securities  can  be  confirmed. 

3.  Issuers  engaged  in  real  estate,  oil  and 
gas  or  mining  activities  should  consult  the 
Industry  Guides  in  Item  801  of  Regulation  S- 
K  (17  CFR  229.801).  Real  estate  companies 
also  should  refer  to  Item  13  (Investment 
Policies  of  Registrant),  Item  14  (Description  of 
Real  Estate),  and  Item  15  (Operating  Data)  of 
Form  S-11  (17  CFR  239.18). 

Part  I — Information  Required  in  Prospectus 

Item  1.  Front  of  Registration  Statement  and 
Outside  Front  Cover  of  Prospectus. 

Furnish  the  information  required  by  Item 
501  of  regulation  S-B. 


Item  2.  Inside  Front  and  Outside  Back 
Cover  Pages  of  Prospectus. 

Furnish  the  information  required  by  Item 

502  of  regulation  S-B. 

Item  3.  Summary  Information  and  Risk 
Factors. 

Furnish  the  information  required  by  Item 

503  of  regulation  S-B. 

Item  4.  Use  of  Proceeds. 

Furnish  the  information  required  by  Item 

504  of  regulation  S-B. 

Item  5.  Determination  of  Offering  Price. 
Furnish  the  information  required  by  Item 

505  of  regulation  S-B. 

Item  6.  Dilution. 

Furnish  the  information  required  by  Item 

506  of  regulation  S-B. 

Item  7.  Selling  Security  Holders. 

Furnish  the  information  required  by  Item 

507  of  regulation  S-B. 

Item  8.  Plan  of  Distribution. 

Furnish  the  information  required  by  Item 

508  of  regulation  S-B. 

Item  9.  Legal  Proceedings. 

Furnish  the  information  required  by  Item 
103  of  regulation  S-B. 

Item  10.  Directors,  Executive  Officers, 
Promoters  and  Control  Persons. 

Furnish  the  information  required  by  Item 
401  of  regulation  S-B. 

Item  11.  Security  Ownership  of  Certain 
Beneficial  Owners  and  Management. 

Furnish  the  information  required  by  Item 
403  of  regulation  S-B. 

Item  12.  Description  of  Securities. 
Furnish  the  information  required  by  Item 
202  of  regulation  S-B. 

Item  13.  Interest  of  Named  Experts  and 
Counsel. 
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Furnish  the  information  required  by  Item 

509  of  regulation  S-B. 

Item  14.  Disclosure  of  Commission  position 
on  Indemnification  for  Securities  Act 
Liabilities. 

Furnish  the  information  required  by  Item 

510  of  regulation  S-B. 

Item  15.  Organization  within  Last  Five 
Years. 

Furnish  the  information  required  by  Item 
404  of  regulation  S-B. 

Item  16.  Description  of  Business. 

Furnish  the  information  required  by  Item 

101  of  regulation  S-B. 

Item  17.  Management's  Discussion  and 
Analysis  or  Plan  of  Operation. 

Furnish  the  information  required  by  Item 

303  of  regulation  S-B. 

Item  18.  Description  of  Property. 

Furnish  the  information  required  by  Item 

102  of  regulation  S-B. 

Item  19.  Certain  Relationships  and  Related 
Transactions. 

Furnish  the  information  required  by  Item 
404  of  regulation  S-B. 

Item  20.  Market  for  Common  Stock  and 
Related  Stockholder  Matters. 

Furnish  the  information  required  by  Item 
201  of  regulation  S-B. 

Item  21.  Executive  Compensation. 

Furnish  the  information  required  by  Item 
402  of  regulation  S-B. 

Item  22.  Financial  Statements. 

Furnish  the  information  required  by  Item 
310  of  regulation  S-B. 

Item  23.  Changes  In  and  Disagreements 
With  Accountants  on  Accounting  and 
Financial  Disclosure. 

Furnish  the  information  required  by  Item 

304  of  regulation  S-B. 

Part  II — Information  Not  Required  in 
Prospectus 

Item  24.  IndemniHcation  of  Directors  and 
Officers. 

Furnish  the  information  required  by  Item 
702  of  regulation  S-B. 

Item  25.  Other  Expenses  of  Issuance  and 
Distribution. 

Furnish  the  information  required  by  Item 

511  of  regulation  S-B. 

Item  26.  Recent  Sales  of  Unregistered 
Securities. 

Furnish  the  information  required  by  Item 
701  of  regulation  S-B. 

Item  27.  Exhibits. 

Furnish  the  exhibits  required  by  Item  601  of 
regulation  S-B. 

Item  26.  Undertakings. 

Furnish  the  undertakings  required  by  Item 

512  of  regulation  S-B. 

Signatures 

In  accordance  with  the  requirements  of  the 
Securities  Act  of  1933,  the  registrant  certifies 
that  it  has  reasonable  grounds  to  believe  that 
it  meets  all  of  the  requirements  of  filing  on 
Form  SB-1  and  authorized  this  registration 
statement  to  be  signed  on  its  behalf  by  the 

undersigned,  in  the  City  of _ ,  State 

of - -  on _ ,  19 _ .. 

(Registrant)  - 

By  (Signature  and  Title) - 

In  accordance  with  the  requirements  of  the 
Securities  Act  of  1933,  this  registration 
statement  was  signed  by  the  following 


persons  in  the  capacities  and  on  the  dates 
stated. 

(Signature)  - 

(Title) - 

(Date) - 

Instructions  for  Signatures 

(1)  Who  must  sign:  The  small  business 
issuer,  its  principal  executive  officer  or 
officers,  its  principal  financial  officer,  its 
controller  or  principal  accounting  officer  and 
at  least  the  majority  of  the  board  of  directors 
or  persons  performing  similar  functions.  If  the 
issuer  is  a  limited  partnership  then  the 
general  partner  and  a  majority  of  its  board  of 
directors  if  a  corporation. 

(2)  Beneath  each  signature,  type  or  print  the 
name  of  each  signatory.  Any  person  who 
occupies  more  than  one  of  the  specified 
positions  shall  indicate  each  capacity  in 
which  he  or  she  signs  the  registration 
statement.  See  rule  402  of  regulation  C 
concerning  manual  signatures  and  Item  601  of 
regulation  S-B  concerning  signatures  by 
powers  of  attorney. 

§239.12  [Amended] 

15.  Form  S-2  (§  239.12)  is  amended  by 
adding  paragraph  C  to  General 
Instruction  II  to  read  as  follows: 

Note:  The  text  of  Form  S-2  does  not  appear 
in  the  Code  of  Federal  Regulations. 

Form  S-2 

*  '  *  *  *  * 

General  Instruction 

*  *  *  «  * 

II.  Application  of  General  Rules  and 
Regulations 

***** 

C.  A  "small  business  issuer,"  deHned  in 
rule  405  (17  CFR  230.405),  that  is  eligible  to 
use  Form  S-2,  shall  refer  to  the  disclosure 
items  in  regulation  S-B  (17  CFR  228.10  et  seq.] 
and  not  regulation  S-K.  For  example,  while 
Item  1  of  Form  S-2  requires  the  information 
required  by  Item  501  of  regulation  S-K,  a 
small  business  issuer  shall  provide  the 
information  in  Item  501  of  regulation  S-B. 
Where  regulation  S-B  does  not  contain  a 
comparable  item,  for  example,  there  is  no 
Item  "301"  in  regulation  S-B,  then  a  small 
business  issuer  may  omit  the  item.  A  small 
business  issuer  shall  provide  the  financial 
information  in  item  310  of  regulation  S-B  in 
lieu  of  the  financial  information  called  for  by 
item  11  of  Form  S-2. 


§  239.13  [Amended] 

16.  Form  S-3  (§  239.13)  is  amended  by 
adding  paragraph  C  to  General 
Instruction  II  to  read  as  follows: 

Note:  The  text  of  Form  S-3  does  not  appear 
in  the  Code  of  Federal  regulations. 

Form  S-3 

***** 

General  Instruction 

***** 

II.  Application  of  General  Rules  and 
Regulations 

***** 


C.  A  "small  business  issuer,"  deRned  in 
rule  405  (17  CFR  230.405),  that  is  eligible  to 
use  Form  S-3  shall  refer  to  the  disclosure 
items  in  regulation  S-B  (17  CFR  228.10  et  seq.) 
and  not  regulation  S-K.  For  example,  while 
item  1  of  Form  S-3  requires  the  information 
required  by  item  501  of  regulation  S-K,  small 
business  issuers  shall  provide  the  information 
in  item  501  of  regulation  S-B.  Where 
regulation  S-B  does  not  contain  a  comparable 
item,  for  example,  there  is  no  item  "301”  in 
regulation  S-B,  then  small  business  issuers 
may  omit  the  item.  Small  business  issuers 
shall  provide  the  Hnancial  information  called 
for  by  item  310  of  regulation  S-B  in  lieu  of  the 
financial  information  called  for  by  item  11. 
***** 

§  239.16b  [Amended] 

17.  Form  S-8  (§  239.16b)  is  amended 
by  adding  instruction  3  to  General 
Instruction  B  to  read  as  follows: 

Note:  The  text  of  Form  S-8  does  not  appear 
in  the  Code  of  Federal  Regulations. 

Form  S-8 

***** 

General  Instruction 

***** 

B.  Application  of  General  Rules  and 
Regulations 

***** 

3.  A  "small  business  issuer,”  deRned  in 
S  230.405,  shall  refer  to  the  disclosure  items  in 
regulation  S-B  (17  CFR  228.10  et  seq.)  and  not 
regulation  S-K  (17  CFR  229.10  et  seq.). 

***** 

§  239.25  [Amended] 

18.  Form  S-4  (§  239.25)  is  amended  by 
adding  paragraph  3  to  General 
Instruction  D  to  read  as  follows: 

Note:  The  text  of  Form  S-4  will  not  appear 
in  the  Code  of  Federal  Regulations. 

Form  S-4 

***** 

General  Instructions 

***** 

D.  Application  of  General  Rules  and 
regulations 

***** 

3.  A  "small  business  issuer,”  defined  in 
S  230.405,  shall  refer  to  the  disclosure  items  in 
regulation  S-B  (17  CFR  228.10  et  seq.)  and  not 
regulation  S-K  except  with  respect  to 
disclosure  called  for  by  subpart  900  of 
regulation  S-K.  Small  business  issuers  shall 
provide  or  incorporate  by  reference  the 
information  called  for  by  item  310  of 
regulation  S-B. 

***** 

19.  By  revising  §  §  239.90  and  239.91  to 
read  as  follows: 

§  239.90  Form  1-A,  offering  statement 
under  regulation  A. 

This  form  shall  be  used  for  filing 
under  regulation  A  (§§  230.251-230.262 
of  this  chapter). 
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239.91  Fonn  2-A,  report  pursuant  to  rule 
257  of  regulation  A. 

This  form  shall  be  used  for  reports  of 
sales  and  use  of  proceeds  pursuant  to 
rule  257  of  regulation  A  (S  230.257  of  this 
chapter). 

§§239.90  and  239.91  (Amended] 

20.  By  revising  Form  1-A  (§  239.90) 
and  Form  2-A  (S  239.91)  to  read  as 
follows: 

Note:  Forms  1-A  and  Z-A  do  not  appear  in 
the  Code  of  Federal  Regulations. 

Securities  and  Exchange  Commission 
Form  1-A 

Regulation  A  Offering  Statement  Under  the 
Securities  Act  of  1933 


(Exact  name  of  issuer  as  specified  in  its 
charter) 


(State  or  other  jurisdiction  of  incorporation  or 
organization) 


(Address,  including  zip  code,  and  telephone 
number,  including  area  code  of  issuer's 
principal  executive  offices) 


(Name,  address,  including  zip  code,  and 
telephone  number,  including  area  code,  of 
agent  for  service) 


(Primary  Standard  Industrial  Classification 
Code  Number) 


(I.R.S.  Employer  Identiffcation  Number) 
General  Instructions 

I.  Eligibility  Requirements  for  Use  of  Form 
1-A 

This  form  is  to  be  used  for  securities 
offerings  made  pursuant  to  regulation  A  17 
CFR  230.251  et  seq.  Careful  attention  should 
be  directed  to  the  terms,  conditions  and 
requirements  of  tlie  regulation,  especially  rule 
251,  inasmuch  as  the  exemption  is  not 
available  to  all  issuers  or  to  every  type  of 
securities  transaction.  Further,  the  aggregate 
offering  amount  of  securities  which  may  be 
sold  in  any  12  month  period  is  strictly  limited 
to  $5  million. 

II.  Preparation  and  Filing  of  the  Offering 
Statement 

An  offering  statement  shall  be  prepared  by 
all  persons  seeking  exemption  pursuant  to  the 
provisions  of  regulation  A.  Parts  1,  U  and  III 
shall  be  addressed  by  all  issuers.  Part  li  of 
the  form  which  relates  to  the  content  of  the 
required  offering  circular  provides  several 
alternate  formats  depending  upon  the  nature 
and/or  business  of  the  issuer;  only  one 
format  needs  to  be  followed  and  provided  in 
the  offering  statement.  General  information 
regarding  the  preparation,  format,  content  of, 
and  where  to  ffle  the  offering  statement  is 
contained  in  rule  252.  Requirements  relating 
to  the  offering  circular  are  contained  in  rules 
253  and  255.  The  offering  statement  may  be 
printed,  mimeographed,  lithographed,  or 
typewritten  or  prepared  by  any  similar 


process  which  will  result  in  clearly  legible 
copies. 

III.  Supplemental  Information 

The  following  information  shall  be 
furnished  to  the  Commission  as  supplemental 
information: 

(1)  A  statement  as  to  whether  or  not  the 
amount  of  compensation  to  be  allowed  or 
paid  to  the  underwriter  has  been  cleared  with 
the  NASD. 

(2)  Any  engineering,  management  or  similar 
report  referenced  in  the  offering  circular. 

(3)  Such  other  information  as  requested  by 
the  staff  in  support  of  statements, 
representations  and  other  assertions 
contained  in  the  offering  statement. 

Part  I — Notification 

The  information  requested  shall  be 
provided  in  the  order  which  follows 
specifying  each  item  number,  the  text  of  each 
item  as  presented  in  this  form  may  be 
omitted.  All  items  shall  be  addressed  and 
negative  responses  should  be  included. 

Item  I.  Significant  Parties 

(а)  List  the  full  names  and  business  and 
residential  addresses,  as  applicable,  for  the 
following  persons: 

(1)  The  issuer's  directors; 

(2)  The  issuer's  officers; 

(3)  The  issuer's  general  partners; 

(4)  Record  owners  of  5  percent  or  more  of 
any  class  of  the  issuer's  equity  securities; 

(5)  Beneficial  owners  of  5  percent  or  more 
of  any  class  of  the  issuer's  equity  securities; 

(б)  Promoters  of  the  issuer 

(7)  Affiliates  of  the  issuer 

(8)  Counsel  to  the  issuer  with  respect  to  the 
proposed  offering; 

(9)  Each  underwriter  with  respect  to  the 
proposed  offering; 

(10)  The  underwriter's  directors; 

(11)  The  underwriter's  officers; 

(12)  The  underwriter's  general  partners; 
and 

(13)  Counsel  to  the  underwriter. 

Item  Z  Application  of  Rule  262 

(a)  State  whether  any  of  the  persons 
identified  in  response  to  Item  1  are  subject  to 
any  of  the  disqualification  provisions  set 
forth  in  rule  262. 

(b)  If  any  such  person  is  subject  to  these 
provisions,  provide  a  full  description 
including  pertinent  names,  dates  and  other 
details,  as  well  as  whether  or  not  an 
application  has  been  made  pursuant  to  rule 
262  for  a  waiver  of  such  disqualification  and 
whether  or  not  such  application  has  been 
granted  or  denied. 

Item  3.  Affiliate  Sales 

If  any  part  of  the  proposed  offering 
involves  the  resale  of  securities  by  affiliates 
of  the  issuer,  confirm  that  the  following 
description  does  not  apply  to  the  issuer. 

The  issuer  has  not  had  a  net  income  from 
operations  of  the  character  in  which  the 
issuer  intends  to  engage  for  at  least  one  of  its 
last  two  ffscal  years. 


Item  4.  furisdictions  in  Which  Securities  Are 
to  be  Offered 

(a)  List  the  jurisdiction  in  which  the 
securities  are  to  be  offered  by  underwriters, 
dealers  or  salespersons. 

(b)  List  the  jurisdictions  in  which  the 
securities  are  to  be  offered  other  than  by 
underwriters,  dealers  or  salesmen  and  state 
the  method  by  which  such  securities  are  to  be 
offered. 

Item  5.  Unregistered  Securities  Issued  or  Sold 
Within  One  Year 

(a)  As  to  any  unregistered  securities  issued 
by  the  issuer  or  any  of  its  predecessors  or 
affiliated  issuers  within  one  year  prior  to  the 
filing  of  this  Form  1-A,  state; 

(1)  The  name  of  such  issuer, 

(2)  The  title  and  amount  of  securities 
issued; 

(3)  The  aggregate  offering  price  or  other 
consideration  for  which  they  were  issued  and 
the  basis  for  computing  the  amount  thereof; 

(4)  The  names  and  identities  of  the  persons 
to  whom  the  securities  were  issued. 

(b)  As  to  any  unregistered  securities  of  the 
issuer  or  any  of  its  predecessors  or  affiliated 
issuers  which  were  sold  within  one  year  prior 
to  the  filing  of  this  Form  1-A  by  or  for  the 
account  of  any  person  who  at  the  time  was  a 
director,  officer,  promoter  or  principal 
security  holder  of  the  issuer  of  such 
securities,  or  was  an  underwriter  of  any 
securities  of  such  issuer,  furnish  the 
information  specified  in  subsections  (1) 
through  (4)  of  paragraph  (a). 

(c)  Indicate  the  section  of  the  Securities 
Act  or  Commission  rule  or  regulation  relied 
upon  for  exemption  from  the  registration 
requirements  of  such  Act  and  state  briefly  the 
facts  relied  upon  for  such  exemption. 

Item  6.  Other  Present  or  Proposed  Offerings 

State  whether  or  not  the  issuer  or  any  of  its 
affiliates  is  currently  offering  or 
contemplating  the  offering  of  any  securities  in 
addition  to  those  covered  by  this  Form  1-A.  If 
so.  describe  fully  the  present  or  proposed 
offering. 

Item  7.  Marketing  Arrangements 

(a)  Briefly  describe  any  arrangement 
known  to  the  issuer  or  to  any  person  named 
in  response  to  Item  1  above  or  to  any  selling 
securityholder  in  the  offering  covered  by  this 
Form  1-A  for  any  of  the  following  purposes: 

(1)  To  limit  or  restrict  the  sale  of  other 
securities  of  the  same  class  as  those  to  be 
offered  for  the  period  of  distribution; 

(2)  To  stabilize  the  market  for  any  of  the 
securities  to  be  offered; 

(3)  For  withholding  commissions,  or 
otherwise  to  hold  each  underwriter  or  dealer 
responsible  for  the  distribution  of  its 
participation. 

(b)  Identify  any  underwriter  that  intends  to 
confirm  sales  to  any  accounts  over  which  it 
exercises  discretionary  authority  and  include 
an  estimate  of  the  amount  of  securities  so 
intended  to  be  confirmed. 

Item  8.  Relationship  With  Issuer  of  Experts 
Named  in  Offering  Statement 

If  any  expert  named  in  the  offering 
statement  as  having  prepared  or  certified  any 
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part  thereof  was  employed  for  such  purpose 
on  a  contingent  basis  or,  at  the  time  of  such 
preparation  or  certification  or  at  any  time 
thereafter,  had  a  material  interest  in  the 
issuer  or  any  of  its  parents  or  subsidiaries  or 
was  connected  with  the  issuer  or  any  of  its 
subsidiaries  as  a  promoter,  underwriter, 
voting  trustee,  director,  officer  or  employee 
furnish  a  brief  statement  of  the  nature  ot  such 
contingent  basis,  interest  or  connection. 

Item  9.  Use  of  a  Solicitation  of  Interest 
Document 

Indicate  whether  or  not  a  publication 
authorized  by  rule  254  was  used  prior  to  the 
filing  of  this  notification.  If  so,  indicate  the 
date(s)  of  publication  and  of  the  last 
communication  with  prospective  purchasers. 

Part  II — Offering  Circular 

Financial  Statement  requirements, 
regardless  of  the  applicable  disclosure  model, 
are  specified  in  Part  F/S  of  this  Form  1-A. 

The  narrative  disclosure  contents  of 
offering  circulars  are  specified  as  follows: 

A:For  all  corporate  issuers — the 
information  required  by  Model  A  of  this  Part 
M  of  Form  1-A. 

B:For  all  other  issuers  and  for  any  issuer 
*hat  so  chooses — the  information  required  by 
either  Part  1  of  Form  S-B,  17  CFR  239.28, 
except  for  the  Hnancial  statements  called  for 
there,  or  Model  B  of  this  Part  II  of  Form  1-A. 
Offering  circulars  prepared  pursuant  to  this 
instruction  need  not  follow  the  order  of  the 
items  or  other  requirements  of  the  disclosure 
form.  Such  information  shall  not,  however,  be 
set  forth  in  such  a  fashion  as  to  obscure  any 
of  the  required  information  or  any 
information  necessary  to  keep  the  required 
information  from  being  incomplete  or 
misleading.  Information  requested  to  be 
presented  in  a  specified  tabular  format  shall 
be  given  in  substantially  the  tabular  form 
specified  in  the  item. 

Offering  Circular  Model  A 

General  Instructions 

Each  question  in  each  paragraph  of  this 
part  shall  be  responded  to;  and  each  question 
and  any  notes,  but  not  any  instructions 
thereto,  shall  be  restated  in  its  entirety.  If  the 
question  or  series  of  questions  is 
inapplicable,  so  state.  If  the  space  provided 
in  the  format  is  insufficient,  additional  space 
should  be  created  by  cutting  and  pasting  the 
format  to  add  more  lines. 

Be  very  careful  and  precise  in  answering 
all  questions.  Give  full  and  complete  answers 
so  that  they  are  not  misleading  under  the 
circumstances  involved.  Do  not  discuss  any 
future  performance  or  other  anticipated  event 
unless  you  have  a  reasonable  basis  to  believe 
that  it  will  actually  occur  within  the 
foreseeable  future.  If  any  answer  requiring 
significant  information  is  materially 
inaccurate,  incomplete  or  misleading,  the 
Company,  its  management  and  principal 
shareholders  may  have  liability  to  investors. 
The  selling  agents  should  exercise 
appropriate  diligence  to  determine  that  no 
such  inaccuracy  or  incompleteness  has 
occurred,  or  they  may  be  liable. 


Cover  Page 

(Exact  name  of  Company  as  set  forth  in 
Charter) 

Type  of  securities  offered: - 

Maximum  number  of  securities  offered: - 

Minimum  number  of  securities  offered: - 

Price  per  security:  $ - 

Total  proceeds:  If  maximum  sold:  $  - 

If  minimum  sold:  $  - 

(See  Questions  9  and  10) 

Is  a  commissioned  selling  agent  selling  the 
securities  in  this  offering? 

[  lYe8[  INo 

If  yes,  what  percent  is  commission  of  price  to 
public? _ %, 

Is  there  other  compensation  to  selling 
agent(s)? 

[  ]Yes  [  ]No 

Is  there  a  finder's  fee  or  similar  payment  to 
any  person? 

[  ]  Yes  [  ]  No  (See  Question  No.  22) 

Is  there  an  escrow  of  proceeds  until  minimum 
is  obtained? 

[  ]  Yes  (  ]  No  (See  Question  No.  26) 

Is  this  offering  limited  to  members  of  a 
special  group,  such  as  employees  of  the 
Company  or  individuals? 

[  ]  Yes  [  ]  No  (See  Question  No.  25) 

Is  transfer  of  the  securities  restricted? 

[  )  Yes  [  ]  No  (See  Question  No.  25) 
Investment  in  small  businesses  involves  a 
high  degree  of  risk,  and  investors  should  not 
invest  any  funds  in  this  offering  unless  they 
can  afford  to  lose  their  entire  investment.  See 
question  No.  2  for  the  risk  factors  that 
management  believes  present  the  most 
substantial  risks  to  an  investor  in  this 
offering. 

In  making  an  investment  decision  investors 
must  rely  on  their  own  examination  of  the 
issuer  and  the  terms  of  the  offering,  including 
the  merits  and  risks  involved.  These 
securities  have  not  been  recommended  or 
approved  by  any  Federal  or  state  securities 
commission  or  regulatory  authority. 
Furthermore,  these  authorities  have  not 
passed  upon  the  accuracy  or  adequacy  of  this 
document.  Any  representation  to  the  contrary 
is  a  criminal  offense. 

The  U.S.  Securities  and  Exchange 
Commission  does  not  pass  upon  the  merits  of 
any  securities  offered  or  the  terms  of  the 
offering,  nor  does  it  pass  upon  the  accuracy 
or  completeness  of  any  offering  circular  or 
selling  literature.  These  securities  are  offered 
under  an  exemption  from  registration; 
however,  the  Commission  has  not  made  an 
independent  determination  that  these 
securities  are  exempt  from  registration. 

This  Company: 

[  ]  Has  never  conducted  operations. 

[  j  Is  in  the  development  stage. 

[  ]  Is  currently  conducting  operations. 

{  j  Has  shown  a  profit  in  the  last  fiscal 
year. 

(  ]  Other  (Specify): _ 

(Check  at  least  one,  as  appropriate) 

This  o^ering  has  been  registered  for  offer 
and  sale  in  the  following  states: 


State 

State  file  No. 

Effective  date 

Instruction:  The  Cover  Page  of  the  Offering 
Circular  is  a  summary  of  certain  essential 
information  and  should  be  kept  on  one  page 
if  at  all  possible.  For  purposes  of 
characterizing  the  Company  on  the  cover 
page,  the  term  "development  stage"  has  the 
same  meaning  as  that  set  forth  in  Statement 
of  Financial  Accounting  Standards  No.  7 
(June  1, 1975). 

Table  of  Contents 
Page 

The  Company  - 

Risk  Factors - 

Business  and  Properties - 

Offering  Price  Factors  - 

Use  of  ^oceeds  - 

Capitalization  - 

Description  of  Securities  - 

Plan  of  Distribution - 

Dividends,  Distributions  and  Redemptions  — 
Officers  and  Key  Personnel  of  the  Company 

Directors  of  the  Company - 

Principal  Stockholders  - 

Management  Relationships,  Transactions  and 

Remuneration  - 

Litigation  - 

Federal  Tax  Aspects  - 

Miscellaneous  Factors  - 

Financial  Statements - 

Managements  Discussion  and  Analysis  of 
Certain  Relevant  Factors  - 

This  offering  circular  contains  all  of  the 
representations  by  the  company  concerning 
this  offering,  and  no  person  shall  make 
different  or  broader  statements  than  those 
contained  herein.  Investors  are  cautioned  not 
to  rely  upon  any  information  not  expressly 
set  forth  in  this  offering  circular. 

This  Offering  Circular,  together  with 
Financial  Statements  and  other  Attachments, 

consists  of  a  total  of _ pages. 

The  Company  - — 

1.  Exact  corporate  name:  - 

State  and  date  of  incorporation: - 


Street  address  of  principal  o^ice: 


Company  Telephone  Number:  ( - J - 

Fiscal  year:  (month) _ (day) - 

Person(s)  to  contact  at  Company  with  respect 
to  o^ering: 

Telephone  Number  (if  different  from  above): 

( - ) - 

Risk  Factors 

2.  List  in  the  order  of  importance  the 
factors  which  the  Company  considers  to  be 
the  most  substantial  risks  to  an  investor  in 
this  offering  in  view  of  all  facts  and 
circumstances  or  which  otherwise  make  the 
offering  one  of  high  risk  or  speculative  (i.  e.. 
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those  factors  which  constitute  the  greatest 
threat  that  the  investment  will  be  lost  in 
whole  or  in  part,  or  nut  provide  an  adequate 
return). 

(1)  - 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


(12) 


(13) 


(14) 


(15) 


(16) 


Note:  In  addition  to  the  above  risks, 
businesses  are  often  subject  to  risks  not 
foreseen  or  fully  appreciated  by  management 
In  reviewing  this  Offering  Circular  potential 
investors  should  keep  in  mind  other  possible 
risks  that  could  be  important. 

Instruction:  The  Company  should  avoid 
generalized  statements  and  include  only 
those  factors  which  are  unique  to  the 
Company.  No  specific  number  of  risk  factors 
is  required  to  be  identiHed.  If  more  than  16 
significant  risk  factors  exist  add  additional 
lines  and  number  as  appropriate.  Risk  factors 
may  be  due  to  such  matters  as  cash  flow  and 
liquidity  problems,  inexperience  of 
management  in  managing  a  business  in  the 
particular  industry,  dependence  of  the 
Company  on  an  unproven  product,  absence 
of  an  existing  market  for  the  product  (ever 


though  management  may  believe  a  need 
exists),  absence  of  an  operating  history  of  the 
Company,  absence  of  profitable  operations  in 
recent  periods,  an  erratic  Hnancial  history, 
the  financial  position  of  the  Company,  the 
nature  of  the  business  in  which  the  Company 
is  engaged  or  proposes  to  engage,  conflicts  of 
interest  with  management,  arbitrary 
establishment  of  offering  price,  reliance  on 
the  efforts  of  a  single  individual,  or  absence 
of  a  trading  market  if  a  trading  market  is  not 
expected  to  develop.  Cross  references  should 
be  made  to  the  Questions  where  details  of 
the  risks  are  described. 

Business  and  Properties 
3.  With  respect  to  the  business  of  the 
Company  and  its  properties; 

(a)  Describe  in  detail  what  business  the 
Company  does  and  proposes  to  do,  including 
what  products  or  goods  are  or  will  be 
produced  or  services  that  are  or  will  be 
rendered. 


(b)  Describe  how  these  products  or  services 
are  to  be  produced  or  rendered  and  how  and 
when  the  Company  intends  to  carry  out  its 
activities.  If  the  Company  plans  to  offer  a 
new  productfs),  state  the  present  stage  of 
development,  including  whether  or  not  a 
working  prototype(s)  is  in  existence.  Indicate 
if  completion  of  development  of  the  product 
would  require  a  material  amount  of  the 
resources  nf  the  Company,  and  the  estimated 
amount.  If  the  Company  is  or  is  expected  to 
be  dependent  upon  one  or  a  limited  number 
of  suppliers  for  essential  raw  materials, 
energy  or  other  items,  describe.  Describe  any 
major  existing  supply  contracts. 


(c)  Describe  the  industry  in  which  the 
Company  is  selling  or  expects  to  sell  its 
products  or  services  and,  where  applicable, 
any  recognized  trends  within  that  industry. 
Describe  that  part  of  the  industry  and  the 
geographic  area  in  which  the  business 
competes  or  will  compete. 

Indicate  whether  competition  is  or  is 
expected  to  be  by  price,  service,  or  other 
basis.  Indicate  (by  attached  table  if 
appropriate)  the  current  or  anticipated  prices 
or  price  ranges  for  the  Company's  products  or 
services,  or  the  formula  for  determining 
prices,  and  how  these  prices  compare  with 
those  of  competitors'  products  or  services. 
Including  a  description  of  any  variations  in 
product  or  service  features.  Name  the 
principal  competitors  that  the  Company  has 
or  expects  to  have  in  its  area  of  competition. 
Indicate  the  relative  size  and  Hnancial  and 
market  strengths  of  the  Company’s 
competitors  in  the  area  of  competition  in 
which  the  Company  is  or  will  be  operating. 
State  why  the  Company  believes  it  can 
eH^ectively  compete  with  these  and  other 
companies  in  its  area  of  competition. 


Note:  Because  this  Offering  Circular 
focuses  primarily  on  details  concerning  the 
Company  rather  than  the  industry  in  which 
the  Company  operates  or  will  operate, 
potential  investors  may  wish  to  conduct  their 
own  separate  investigation  of  the  Company’s 
industry  to  obtain  broader  insight  in 
assessing  the  Company’s  prospects. 

(d)  Describe  specifically  the  marketing 
strategies  the  Company  is  employing  or  will 
employ  in  penetrating  its  market  or  in 
developing  a  new  market.  Set  forth  in 
response  to  Question  4  below  the  timing  and 
size  of  the  results  of  this  effort  which  will  be 
necessary  in  order  for  the  Company  to  be 
profitable.  Indicate  how  and  by  whom  its 
products  or  services  are  or  will  be  marketed 
(such  as  by  advertising,  personal  contact  by 
sales  representatives,  etc.),  how  its  marketing 
structure  operates  or  will  operate  and  the 
basis  of  its  marketing  approach,  including 
any  market  studies.  Name  any  customers  that 
account  for,  or  based  upon  existing  orders 
will  account  for  a  major  portion  (20%  or 
more)  of  the  Company's  sales.  Describe  any 
major  existing  sales  contracts. 


(e)  State  the  backlog  of  written  firm  orders 
for  products  and/ or  services  as  of  a  recent 
date  (within  the  last  90  days)  and  compare  it 
with  the  backlog  of  a  year  ago  from  that  date. 

As  of: _ / - / - $ - 

(a  recent  date) 

As  of: _ / _ / - $ - 

(one  year  earlier) 

Explain  the  reason  for  significant 
variations  between  the  two  figures,  if  any. 
Indicate  what  types  and  amounts  of  orders 
are  included  in  the  backlog  figures.  State  the 
size  of  typical  orders.  If  the  Company’s  sales 
are  seasonal  or  cyclical,  explain. 


(f)  State  the  number  of  the  Company’s 
present  employees  and  the  number  of 
employees  it  anticipates  it  will  have  within 
the  next  12  months.  Also,  indicate  the  number 
by  type  of  employee  (i.e.,  clerical,  operations, 
administrative,  etc.)  the  Company  will  use, 
whether  or  not  any  of  them  are  subject  to 
collective  bargaining  agreements,  and  the 
expiration  date(s)  of  any  collective 
bargaining  agreement(s].  If  the  Company's 
employees  are  on  strike,  or  have  been  in  the 
past  three  years,  or  are  threatening  to  strike, 
describe  the  dispute.  Indicate  any 
supplemental  benefits  or  incentive 
arrangements  the  Company  has  or  will  have 
with  its  employees. 


(g)  Describe  generally  the  principal 
properties  (such  as  real  estate,  plant  and 
equipment,  patents,  etc.)  that  the  Company 
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owns,  indicating  also  what  properties  it 
leases  and  a  summary  of  the  terms  under 
those  leases,  including  the  amount  of 
payments,  expiration  dates  and  the  terms  of 
any  renewal  options.  Indicate  what 
properties  the  Company  intends  to  acquire  in 
the  immediate  future,  the  cost  of  such 
acquisitions  and  the  sources  of  financing  it 
expects  to  use  in  obtaining  these  properties, 
whether  by  purchase,  lease  or  otherwise. 


(h)  Indicate  the  extent  to  which  the 
Company's  operations  depend  or  are 
expected  to  depend  upon  patents,  copyrights, 
trade  secrets,  know-how  or  other  proprietary 
information  and  the  steps  undertaken  to 
secure  and  protect  this  intellectual  property, 
including  any  use  of  confidentiality 
agreements,  covenants-not-to-compete  and 
the  like.  Summarize  the  principal  terms  and 
expiration  dates  of  any  significant  license 
agreements.  Indicate  the  amounts  expended 
by  the  Company  for  research  and 
development  during  the  last  fiscal  year,  the 
amount  expected  to  be  spent  this  year  and 
what  percentage  of  revenues  research  and 
development  expenditures  were  for  the  last 
fiscal  year. 


(i)  If  the  Company's  business,  products,  or 
properties  are  subject  to  material  regulation 
(including  environmental  regulation)  by 
federal,  state,  or  local  governmental  agencies, 
indicate  the  nature  and  extent  of  regulation 
and  its  effects  or  potential  effects  upon  the 
Company. 


(j)  State  the  names  of  any  subsidiaries  of 
the  Company,  their  business  purposes  and 
ownership,  and  indicate  which  are  included 
in  the  Financial  Statements  attached  hereto. 
If  not  included,  or  if  included  but  not 
consolidated,  please  explain. 


(k)  Summarize  the  material  events  in  the 
development  of  the  Company  (including  any 


material  mergers  or  acquisitions)  during  the 
past  five  years,  or  for  whatever  lesser  period 
the  Company  has  been  in  existence.  Discuss 
any  pending  or  anticipated  mergers, 
acquisitions,  spin-offs  or  recapitalizations.  If 
the  Company  has  recently  undergone  a  stock 
split,  stock  dividend  or  recapitalization  in 
anticipation  of  this  offering,  describe  (and 
adjust  historical  per  share  figures  elsewhere 
in  this  Offering  Circular  acc^ingly). 


4.(a)  If  the  Company  was  not  profitable 
during  its  last  fiscal  year,  list  below  in 
chronological  order  the  events  which  in 
management's  opinion  must  or  should  occur 
or  the  milestones  which  in  management's 
opinion  the  Company  must  or  should  reach  in 
order  for  the  Company  to  become  profitable, 
and  indicate  the  expected  manner  of 
occurrence  or  the  expected  method  by  which 
the  Company  will  achieve  the  milestones. 


Event  or 
milestone 

Expected 
manner  of 
occurrence  or 
method  of 
achievement 

Date  or 
number  of 
months  after 
receipt  of 
proceeds 
when  should 
be 

accomplished 

(b)  State  the  probable  consequences  to  the 
Company  of  delays  in  achieving  each  of  the 


events  or  milestones  within  the  above  time 
schedule,  and  particularly  the  effect  of  any 
delays  upon  the  Company's  liquidity  in  view 
of  the  Company's  then  anticipated  level  of 
operating  costs.  (See  Question  Nos.  11  and 
12) 


Note:  After  reviewing  the  nature  and  timing 
of  each  event  or  milestone,  potential 
investors  should  reflect  upon  whether 
achievement  of  each  within  the  estimated 
time  frame  is  realistic  and  should  assess  the 
consequences  of  delays  or  failure  of 
achievement  in  making  an  investment 
decisiim. 

Instruction:  The  inquiries  under  Business 
and  Properties  elicit  information  concerning 
the  nature  of  the  business  of  the  Company 
and  its  properties.  Make  clear  what  aspects 
of  the  business  are  presently  in  operation  and 
what  aspects  are  planned  to  be  in  operation 
in  the  future.  The  description  of  principal 
properties  should  provide  information  which 
will  reasonably  inform  investors  as  to  the 
suitability,  adequacy,  productive  capacity 
and  extent  of  utilization  of  the  facilities  used 
in  the  enterprise.  Detailed  descriptions  of  the 
physical  characteristics  of  the  individual 
properties  or  legal  descriptions  by  metes  and 
bounds  are  not  required  and  should  not  be 
given. 

As  to  Question  4.  if  more  than  five  events 
or  milestones  exist,  add  additional  lines  as 
necessary.  A  “milestone”  is  a  significant 
point  in  the  Company's  development  or  an 
obstacle  which  the  Company  must  overcome 
in  order  to  become  profitable. 

Offering  Price  Factors 

If  the  securities  offered  are  common  stock, 
or  are  exercisable  for  or  convertible  into 
common  stock,  the  following  factors  may  be 
relevant  to  the  price  at  which  the  securities 
are  being  offered. 

5.  What  were  net,  after-tax  earnings  for  the 
last  fiscal  year?  (If  losses,  show  in 
parenthesis.) 

Total  $ _ ($ - per 

share) 

6.  If  the  Company  had  profits,  show 
offering  price  as  a  multiple  of  earnings. 
Adjust  to  reflect  for  any  stock  splits  or 
recapitalizations,  and  use  conversion  or 
exercise  price  in  lieu  of  offering  price,  if 
applicable. 


Offering  Price  Per  Share 


Net  After-Tax  Earnings  Last  Year  Per  Share  =  (price/eamings  multiple) 


7.  (a)  What  is  the  net  tangible  book  value 
of  the  Company?  (If  deficit,  show  in 
parenthesis.)  For  this  purpose,  net  tangible 
book  value  means  total  assets  (exclusive  of 
copyrights,  patents,  goodwill,  research  and 
development  costs  and  similar  intangible 
items)  minus  total  liabilities. 

$ - ($ _ per  share) 


If  the  net  tangible  book  value  per  share  is 
substantially  less  than  this  offering  (or 
exercise  or  conversion)  price  per  share, 
explain  the  reasons  for  ^e  variation. 


(b)  State  the  dates  on  whidi  the  Company 
sold  or  otherwise  issued  securities  during  the 
last  12  months,  the  amount  of  such  securities 
sold,  the  number  of  persons  to  whom  they 
were  sold,  any  relationship  of  such  persons  to 
the  Company  at  the  time  of  sale,  the  price  at 
which  they  were  sold  and.  if  not  sold  for 
cash,  a  concise  description  of  the 
consideration.  (Exclude  bank  debt.) 
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8.  (a)  What  percentage  of  the  outstanding 
shares  of  the  Company  will  the  investors  in 
this  offering  have?  Assume  exercise  of 
outstanding  options,  warrants  or  rights  and 
conversion  of  convertible  securities,  if  the 
respective  exercise  or  conversion  prices  are 
at  or  less  than  the  offering  price.  Also  assume 
exercise  of  any  options,  warrants  or  rights 
and  conversions  of  any  convertible  securities 
offered  in  this  offering.) 

If  the  maximum  is  sold: _ % 

If  the  minimum  is  sold: _ % 

(b)  What  post-offering  value  is 
management  implicitly  attributing  to  the 
entire  Company  by  establishing  the  price  per 
security  set  forth  on  the  cover  page  (or 
exercise  or  conversion  price  if  common  stock 
is  not  offered]?  (Total  outstanding  shares 
after  offering  times  offering  price,  or  exercise 
or  conversion  price  if  common  stock  is  not 
offered.) 


If  maximum  is  sold:  $ _ * 

If  minimum  is  sold:  $ _ * 

(For  above  purposes,  assume  outstanding 
options  are  exercised  in  determining  “shares" 
if  the  exercise  prices  are  at  or  less  than  the 
offering  price.  All  convertible  securities, 
including  outstanding  convertible  securities, 
shall  be  assumed  converted  and  any  options, 
warrants  or  rights  in  this  offering  shall  be 
assumed  exercised.) 

*  These  values  assume  that  the  Company’s 
capital  structure  would  be  changed  to  reflect 
any  conversions  of  outstanding  convertible 
securities  and  any  use  of  outstanding 
securities  as  payment  in  the  exercise  of 
outstanding  options,  warrants  or  rights 
included  in  the  calculation.  The  type  and 
amount  of  convertible  or  other  securities  thus 

eliminated  would  be: - . 

These  values  also  assume  an  increase  in  cash 
in  the  Company  by  the  amount  of  any  cash 
payments  that  would  be  made  upon  cash 
exercise  of  options,  warrants  or  rights 


included  in  the  calculations.  The  amoimt  of 
such  cash  would  be:  $ _ 

Note:  After  reviewing  the  above,  potential 
investors  should  consider  whether  or  not  the 
offering  price  (or  exercise  or  conversion 
price,  if  applicable)  for  the  securities  is 
appropriate  at  the  present  stage  of  the 
Company’s  development. 

Instruction:  Financial  information  in 
response  to  Questions  5, 6  and  7  should  be 
consistent  with  the  Financial  Statements. 
Earnings  per  share  for  purposes  of  Question  5 
should  be  calculated  by  dividing  earnings  for 
the  last  fiscal  year  by  the  weighted  average 
of  outstanding  shares  during  that  year.  No 
calculations  should  be  shown  for  periods  of 
less  than  one  year  or  if  earnings  are  negative 
or  nominal.  For  purposes  of  Question  8,  the 
“offering  price"  of  any  options,  warrants  or 
rights  or  convertible  securities  in  the  offering 
is  the  respective  exercise  or  conversion  price. 
Use  of  Proceeds 

9.(a)  The  following  table  sets  forth  the  use 
of  the  proceeds  from  this  offering: 


Total  Proceeds . 

Less:  Offering  Expenses 
Commissions  &  Finders  Fees 

Legal  &  Accounting . 

Copying  &  Advertising . 

Other  (Specify): 


(b)  If  there  is  no  minimum  amount  of 
proceeds  that  must  be  raised  before  the 
Company  may  use  the  proceeds  of  the 
offering,  describe  the  order  of  priority  in 
which  the  proceeds  set  forth  above  in 
the  column  “If  Maximum  Sold”  will  be 
used. 


Note:  After  reviewing  the  portion  of  the 
offering  allocated  to  the  payment  of  offering 
expenses,  and  to  the  immediate  payment  to 
management  and  promoters  of  any  fees, 
reimbursements,  past  salaries  or  similar 
payments,  a  potential  investor  should 
consider  whether  the  remaining  portion  of  his 
investment,  which  would  be  that  part 
available  for  future  development  of  the 
Company’s  business  and  operations,  would 
be  adequate. 


10.(a]  If  material  amounts  of  funds  from 
sources  other  than  this  offering  are  to  be  used 
in  conjunction  with  the  proceeds  from  this 
offering,  state  the  amounts  and  sources  of 
such  other  funds,  and  whether  funds  are  firm 
or  contingent.  If  contingent,  explain. 


(b)  If  any  material  part  of  the  proceeds  is  to 
be  used  to  discharge  indebtedness,  describe 
the  terms  of  such  indebtedness,  including 
interest  rates.  If  the  indebtedness  to  be 
discharged  was  incurred  within  the  current  or 
previous  fiscal  year,  describe  the  use  of 
proceeds  of  such  indebtedness. 


(c)  If  any  material  amount  of  proceeds  is  to 
be  used  to  acquire  assets,  other  than  in  the 
ordinary  course  of  business,  briefly  describe 
and  state  the  cost  of  the  assets  and  other 
material  terms  of  the  acquisitions.  If  the 
assets  are  to  be  acquired  from  officers, 
directors,  employees  or  principal 
stockholders  of  the  Company  or  their 
associates,  give  the  names  of  the  persons 
from  whom  the  assets  are  to  be  acquired  and 
set  forth  the  cost  to  the  Company,  the  method 
followed  in  determining  the  cost,  and  any 
profit  to  such  persons. 


(d)  If  any  amount  of  the  proceeds  is  to  be 
used  to  reimburse  any  officer,  director, 
employee  or  stockholder  for  services  already 
rendered,  assets  previously  transferred,  or 


Federal  Register  /  Vol.  57,  No.  55  /  Friday,  March  20,  1992  /  Proposed  Rules 


monies  loaned  or  advenced,  or  otherwise, 
explain: 


11.  Indicate  whether  the  Company  is 
having  or  anticipates  having  within  the  next 
12  months  any  cash  flow  or  liquidity 
problems  and  whether  or  not  it  is  in  default 
or  in  breadi  of  any  note,  loan,  lease  or  other 
indebtedness  or  financing  arrangement 
requiring  the  Company  to  make  payments. 
Indicate  if  a  significant  amount  of  the 
Company's  trade  payables  have  not  been 
paid  within  the  stated  trade  term.  State 
whether  the  Company  is  subiect  to  any 
unsatisfied  judgnient^  liens  or  settlement 
obligations  and  the  amounts  thereof.  Indicate 
the  Company's  plans  to  resolve  any  such 
problems. 


12.  Indicate  whether  proceeds  from  this 
offering  will  satisfy  the  Company's  cash 
requirements  for  the  next  12  months,  and 
whether  it  will  be  necessary  to  raise 
additional  funds.  State  the  source  of 
additional  funds,  if  known. 


Instruction:  Use  of  net  proceeds  should  be 
stated  with  a  high  degree  of  specificity. 
Suggested  (but  not  mandatory)  categories  are: 
leases,  rent,  utilities,  payroll  (by  position  or 
type),  purchase  or  tease  of  specific  items  of 
equipment  or  inventory,  payment  of  notes, 
accounts  payable,  etc.,  marketing  or 
advertising  costs,  taxes,  consulting  fees, 
permits,  professional  fees,  insurance  and 
supplies.  Categories  will  vary  depending  on 
the  Company's  plans.  Use  of  footnotes  or 
other  explanation  is  recommended  where 
appropriate.  Footnotes  should  be  used  to 
indicate  those  items  of  offering  expenses  that 
are  estimates.  Set  forth  in  separate  categories 
all  payments  which  will  be  made 
immediately  to  the  Company's  executive 
officers,  directors  and  promoters,  indicating 
by  footnote  that  these  payments  will  be  so 
made  to  such  persons.  If  a  substantial  amount 
is  allocated' to  working  capital  set  forth 
separate  sub-categories  for  use  of  the  funds 
in  the  Company's  business. 

If  any  i>u'ostantial  portion  of  the  proceeds 
has  not  been  allocated  for  particular 
purposes,  a  statement  to  that  effect  as  one  of 
the  Use  of  Net  Proceeds  categories  should  be 
included  together  with  a  statement  of  the 
amount  of  proceeds  not  so  allocated  and  a 
footnote  explaining  how  the  Company 
expects  to  employ  such  funds  not  so 
allocated. 

Capitalization 

13.  Indicate  the  capitalization  of  the 
Company  as  of  the  most  recent  balance  sheet 
date  (adjusted  to  reflect  any  subsequent 
stock  splits,  stock  dividends, 
recapitalizations  or  refinancings)  and  as 
adjusted  to  reflect  the  sale  of  the  minimum 
and  maximum  amount  of  securities  in  this 


ofiering  and  the  use  of  the  net  proceeds 
therefrom:  ' 

Amount  outstanding 

As  of:  As  ac^isted 

/  /  - ^ - 

(date)  Minimum  Maximum 


Debt  I 

Short-term  I 

debt  I 

(average  I 

Merest 
rate  _%)  .... 
Long-term 
debt 
(average 
interest 
rate  _%) .... 
Total  debt.... 

Stockhotdecs 
equity 
(deficit): 
Preferred 
stock— per 
or  stated 
value  (by 
class  of 
preferred 
in  order  of 
prefer- 
ences) 


Common 
stock- 
par  or 
staled 

value _ 

Additional 
paid  in 

capital . 

Retained 

earnings 

(deficit) . 

Total 

stockhold¬ 
ers  equity 

(deficit) . 

Total 

Capitaliza¬ 
tion . 


Number  of  preferred  shares  authorized  to 
be  outstanding: 


Number  of 
class  o( 
prelerred 

Shares 

authorized 

Per  share 

$ 

$ 

$ 

Number  of  common  shares  authorized: _ 

shares.  Par  or  stated  value  per  share,  if  any: 

$ _ 

Number  of  common  shares  reserved  to 
meet  conversion  requirements  or  for  the 
issuance  upon  exercise  of  options,  warrants 
or  rights: _ shares. 

Instruction;  Capitalization  should  be 
shown  as  of  a  date  no  earlier  than  that  of  the 
most  recent  Financial  Statements  provided 
pursuant  to  Question  46.  If  the  Company  has 
mandatory  redeemable  preferred  stock, 
include  the  amount  thereof  in  "long  term 


debt"  and  so  indicate  by  footnote  to  that 
category  in  the  capitalization  table. 

Description  of  Securities 

14.  The  securities  being  offered  hereby  are: 
[  )  Common  Stock 
[  1  Preferred  or  Preference  Stock 
j  j  Notes  or  Debentures 
j  j  Units  of  two  or  more  types  of  securities 

composed  of: _ 

(  1  Other. _ 


15.  These  securities  have: 


[  ]  Cumulative  voting  rights 
[  j  Other  special  voting  rights 
(  j  Preemptive  rights  to  purchase  in 
new  issues  of  shares 
(  J  Preference  as  to  dividends  or 
interest 

(  1  Preference  upon  liquidation 
[  j  Other  special  rights  or  prefer¬ 
ences  (specify): - - 


Explain: 


18.  Are  the  securities  convertible?  [  ]  Yes 
(  1  No 

If  so,  state  conversion  price  or  formula. 

Date  when  conversion  becomes  effective: 

Date  when  conversion  expires: _ / _ / _ 

17.(a)  If  securities  are  notes  or  other  types 
of  debt  securities: 

(1)  What  is  the  interest  rate? _ % 

If  interest  rate  is  variable  or  multiple  rates, 
describe: 

(2)  What  is  the  maturity  date? _ / _ / — 

If  serial  maturity  dates,  describe: 

(3)  Is  there  a  mandatory  sinking  fund? 

(  1  Yes  (  )  No 

Describe: 

(4)  Is  there  a  trust  indenture?  (  ]  Yes 

I  1  No 

Name,  address  and  telephone  number  of 
Trustee  - 


(5)  Are  the  securities  callable  or  subject  to 
redemption?  I  )  Yes  1  )  No 

Descrioe.  inauding  reaemption  prices: - 

(6)  Are  the  securities  collateralized  by  real 
or  personal  property? 

{  )  Yes  {  j  No  Describe: - 

(7)  If  these  securities  are  subordinated  in 
right  of  payment  of  interest  or  principal, 
explain  the  terms  of  such  subordination. 


How  much  currently  outstanding 
indebtedness  of  the  Company  is  senior  to  the 
securities  in  right  of  payment  of  interest  or 
principal?  $ _ 


Federal  Register  /  Vol.  57,  No.  55  /  Friday.  March  20.  1992  /  Proposed  Rules 


How  much  indebtedness  shares  in  right  of 
payment  on  an  equivalent  (pari  passu)  basis? 

$ - 

How  much  indebtedness  is  junior 

(subordinated)  to  the  securities?  $ _ 

(b)  If  notes  or  other  types  of  debt  securities 
are  being  offered  and  the  Company  had 
earnings  during  its  last  fiscal  year,  show  the 
ratio  of  earnings  to  fixed  charges  on  an  actual 
and  pro  forma  basis  for  that  fiscal  year. 
Earnings  means  pretax  income  from 
continuing  operations  plus  fixed  charges  and 
capitalized  interest.  Fixed  charges  means 
interest  (including  capitalized  interest), 
amortization  of  debt  discount,  premium  and 
expense,  preferred  stock  dividend 
requirements  of  majority  owned  subsidiary, 
and  such  portion  of  rental  expense  as  can  be 
demonstrated  to  be  representative  of  the 
interest  factor  in  the  particular  case.  The  pro 
forma  ratio  of  earnings  to  fixed  charges 
should  include  incremental  interest  expense 
as  a  result  of  the  offering  of  the  notes  or  other 
debt  securities. 

Last  fiscal  year 
Pro  forma 

"Earnings"  Actual  minimum  Maximum 


"Fixed  charges" 

If  no  earnings 
show  "Fixed 

Charges"  only . 

Note:  Care  should  be  exercised  in 
interpreting  the  significance  of  the  ratio  of 
earnings  to  fixed  charges  as  a  measure  of  the 
“coverage"  of  debt  service,  as  the  existence 
of  earnings  does  not  necessarily  mean  that 
the  Company's  liquidity  at  any  given  time 
will  permit  payment  of  debt  service 
requirements  to  be  timely  made.  See 
Question  Nos.  11  and  12.  See  also  the 
Financial  Statements  and  especially  the 
Statement  of  Cash  Flows. 

18.  If  securities  are  Preference  or  Preferred 
stock; 

Are  unpaid  dividends  cumulative?  {  ]  Yes 
I  1  No 

Are  securities  callable?  [  ]  Yes  [  ]  No 

Explain: 


Note:  Attach  to  this  Offering  Circular 
copies  or  a  summary  of  the  charter,  bylaw  or 
contractual  provision  or  document  that  gives 
rise  to  the  rights  of  holders  of  Preferred  or 
Preference  Stock,  notes  or  other  securities 
being  offered. 

19.  If  securities  are  capital  stock  of  any 
type,  indicate  restrictions  on  dividends  under 
loan  or  other  financing  arrangements  or 
otherwise: 


20.  Current  amount  of  assets  available  for 
payment  of  dividends  if  deficit  must  be  first 
made  up,  show  deficit  in  parenthesis): 

$ _ 

Plan  of  Distribution 

21.  The  selling  agents  (that  is,  the  persons 
selling  the  securities  as  agent  for  the 


Company  for  a  commission  or  other 
compensation)  in  this  offering  are: 

Name: - 

Address:  - 

Telephone  No.  (  ) _ - 

Name: - 

Address:  - 

Telephone  No.  (  ) _ _ 

22.  Describe  any  compensation  to  selling 
agents  or  Tinders,  including  cash,  securities, 
contracts  or  other  consideration,  in  addition 
to  the  cash  commission  set  forth  as  a  percent 
of  the  offering  price  on  the  cover  page  of  this 
Offering  Circular.  Also  indicate  whether  the 
Company  will  indemnify  the  selling  agents  or 
Tinders  against  liabilities  under  the  securities 
laws.  [Finders  are  persons  who  for 
compensation  act  as  intermediaries  in 
obtaining  selling  agents  or  otherwise  making 
introductions  in  furtherance  of  this  offering.) 


23.  Describe  any  material  relationships 
between  any  of  the  selling  agents  or  finders 
and  the  Company  or  its  management. 


Note:  After  reviewing  the  amount  of 
compensation  to  the  selling  agents  or  Tinders 
for  selling  the  securities,  and  the  nature  of 
any  relationship  between  the  selling  agents 
or  Tinders  and  the  Company,  a  potential 
investor  should  assess  the  extent  to  which  it 
may  be  inappropriate  to  rely  upon  any 
recommendation  by  the  selling  agents  or 
Tinders  to  buy  the  securities. 

24.  If  this  offering  is  not  being  made 
through  selling  agents,  the  names  of  persons 
at  the  Company  through  which  this  offering  is 
being  made: 

Name: - 

Address: 

Telephone  No.  ( _ ) _ - 

Name: - 

Address: 

Telephone  No.  ( _ ) 

25.  if  this  offering  is  limited  to  a  special 
group,  such  as  employees  of  the  Company,  or 
is  limited  to  a  certain  number  of  individuals 
(as  required  to  qualify  under  Subchapter  S  of 
the  Internal  Revenue  Code)  or  is  subject  to 
any  other  limitations,  describe  the  limitations 
and  any  restrictions  on  resale  that  apply: 


Will  the  certiHcates  bear  a  legend  notifying 
holders  of  such  restrictions? 

[  ]  Yes  [  )  No 

26.  (a)  Name,  address  and  telephone 
number  of  independent  bank  or  savings  and 
loan  association  or  other  similar  depository 
institution  acting  as  escrow  agent  if  proceeds 
are  escrowed  until  minimum  proceeds  are 
raised: 


(b)  Date  at  which  funds  will  be  returned  by 
escrow  agent  if  minimum  proceeds  are  not 
raised: 

Will  interest  on  proceeds  during  escrow 
period  be  paid  to  investors?  [  ]  Yes  [  ]  No 

27.  Explain  the  nature  of  any  resale 
restrictions  on  presently  outstanding  shares, 
and  when  those  restrictions  will  terminate,  if 
this  can  be  determined: 


Note:  Equity  investors  should  be  aware 
that  unless  the  Company  is  able  to  complete 
a  further  public  offering  or  the  Company  is 
able  to  be  sold  for  cash  or  merged  with  a 
public  company  that  their  investment  in  the 
Company  may  be  illiquid  indefinitely. 
Dividends,  Distributions  and  Redemptions 

28.  If  the  Company  has  within  the  last  Rve 
years  paid  dividends,  made  distributions 
upon  its  stock  or  redeemed  any  securities, 
explain  how  much  and  when: 


OfTicers  and  Key  Personnel  of  the  Company 

29.  Chief  Executive  OfTicer: 

Name: - 

Office  Street  Address;  - 


Title:  - 

Age;  - 

Telephone  No.; 

Name  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


Education  (degrees,  schools,  and  dates): 


Also  a  Director  of  the  Company  [  ]  Yes 
[  )  No 

Indicate  amount  of  time  to  be  spent  on 
Company  matters  if  less  than  full  time: 


30.  Chief  Operating  OfTicer: 

Name: - 

OfTice  Street  Address; 


Title:  - 

Age:  - 

Telephone  No.: 

Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 
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Education  (degrees,  schools,  and  dates):  - 

Also  a  Director  of  the  Company?  [  ]  Yes 
t  ]No 

Indicate  amount  of  time  to  be  spent  on 
Company  matters  if  less  than  full  time: 


31.  Chief  Financial  OfHcer: 

Name: - 

Office  Street  Address: 


Title:  - 

Age:  - 

Telephone  No.: 

Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


Education  (degrees,  schools,  and  dates):  - 

Also  a  Director  of  the  Company?  [  ]  Yes 
[  ]No 

Indicate  amount  of  time  to  be  spent  on 
Company  matters  if  less  than  full  time: 


32.  Other  Key  Personnel: 

(A)  Name: - 

Title:  - 

Office  Street  Address: 


Also  a  Director  of  the  Company?  [  ]  Yes 
I  INo 

Indicate  amount  of  time  to  be  spent  on 
Company  matters  if  less  than  full  time: 


Instruction:  The  term  Chief  Executive 
Officer  means  the  officer  of  the  Company 
who  has  been  delegated  final  authority  by  the 
board  of  directors  to  direct  all  aspects  of  the 
Company's  affairs.  The  term  Chief  Operating 
Officer  means  the  officer  in  charge  of  the 
actual  day-to-day  operations  of  the 
Company's  business.  The  term  Chief 
Financial  Officer  means  the  officer  having 
accounting  skills  who  is  primarily  in  charge 
of  assuring  that  the  Company's  financial 
books  and  records  are  properly  kept  and 
maintained  and  financial  statements 
prepared. 

The  term  key  personnel  means  persons 
such  as  vice  presidents,  production 
managers,  sales  managers,  or  research 
scientists  and  similar  persons,  who  are  not 
included  above,  but  who  make  or  are 
expected  to  make  significant  contributions  to 
the  business  of  the  Company,  whether  as 
employees,  independent  contractors, 
consultants  or  otherwise. 

Directors  of  the  Company 

33.  Number  of  Directors: _ If  Directors 

are  not  elected  annually,  or  are  elected  imder 
a  voting  trust  or  other  arrangement,  explain: 


(C)  Name: - 

Office  Street  Address: 


Age:  - 

Telephone  No.: 


Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


Education  (degrees,  schools,  and  dates):  - 

35.(a)  Have  any  of  the  Officers  or  Directors 
ever  worked  for  or  managed  a  company 
(including  a  separate  subsidiary  or  division  of 
a  larger  enterprise)  in  the  same  business  as 
the  Company?  [  ]  Yes  [  ]  No  Explain: 


(b)  If  any  of  the  Officers,  Directors  or  other 
key  personnel  have  ever  worked  for  or 
managed  a  company  in  the  same  business  or 
industry  as  the  Company  or  in  a  related 
business  or  industry,  describe  what 
precautions,  if  any,  (including  the  obtaining 
of  releases  or  consents  from  prior  employers) 
have  been  taken  to  preclude  claims  by  prior 
employers  for  conversion  or  theft  of  trade 
secrets,  know-how  or  other  proprietary 
information. 


Age:  - 

Telephone  No.: 

Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


Education  (degrees,  schools,  and  dates):  - 

Also  a  Director  of  the  Company?  (  J  Yes 
UNO 

Indicate  amount  of  time  to  be  spent  on 
Company  matters  if  less  than  full  time: 


(B)  Name: - 

Title:  - 

Office  Street  Address: 


Age-  - 

Telephone  No.: 

Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


34.  Information  concerning  outside  or  other 
Directors  (i.e.  those  not  described  above): 

(A)  Name: - 

Office  Street  Address: 


Age:  - 

Telephone  No.: 

f  1 


Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


Education  (degrees,  schools,  and  dates):  - 


(B)  Name: - 

Offlce  Street  Address: 


Age:  - 

Telephone  No.: 

Names  of  employers,  titles  and  dates  of 
positions  held  during  past  five  years  with  an 
indication  of  job  responsibilities. 


(c)  If  the  Company  has  never  conducted 
operations  or  is  otherwise  in  the  development 
stage,  indicate  whether  any  of  the  OfHcers  or 
Directors  has  ever  managed  any  other 
company  in  the  start-up  or  development  stage 
and  describe  the  circumstances,  including 
relevant  dates. 


(d)  If  any  of  the  Company's  key  personnel 
are  not  employees  but  are  consultants  or 
other  independent  contractors,  state  the 
details  of  their  engagement  by  the  Company. 


(e)  If  the  Company  has  key  man  life 
insurance  policies  on  any  of  its  Officers. 
Directors  or  key  personnel,  explain,  including 
the  names  of  the  persons  insured,  the  amount 
of  insurance,  whether  the  insurance  proceeds 
are  payable  to  the  Company  and  whether 
there  are  arrangements  that  require  the 
proceeds  to  be  used  to  redeem  securities  or 
pay  benefits  to  the  estate  of  the  insured 
person  or  a  surviving  spouse. 


Education  (degrees,  schools,  and  dates):  -  Education  (degrees,  schools,  and  dates):  - 
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36.  If  a  petition  under  the  Bankruptcy  Act 
or  any  State  insolvency  law  was  Bled  by  or 
against  the  Company  or  its  Officers,  Directors 
or  other  key  personnel,  or  a  receiver,  fiscal 
agent  or  similar  officer  was  appointed  by  a 
court  for  the  business  or  property  of  any  such 
persons,  or  any  partnership  in  which  any  of 
such  persons  was  a  general  partner  at  or 
within  the  past  five  years,  or  any  corporation 
or  business  association  of  which  any  such 
person  was  an  executive  o^cer  at  or  within 
the  past  five  years,  set  forth  below  the  name 
of  such  persons,  and  the  nature  and  date  of 
such  actions. 


Note:  After  reviewing  the  information 
concerning  the  background  of  the  Company’s 
Officers,  Directors  and  other  key  personnel, 
potential  investors  should  consider  whether 
or  not  these  persons  have  adequate 
background  and  experience  to  develop  and 
operate  this  Company  and  to  make  it 
successful.  In  this  regard,  the  experience  and 
ability  of  management  are  often  considered 
the  most  signiffcant  factors  in  the  success  of 
a  business. 


Principal  Stockholders 

37.  Principal  owners  of  the  Company  (those 
who  beneffcially  own  directly  or  indirectly 
10%  or  more  of  the  common  and  preferred 
stock  presently  outstanding)  starting  with  the 
largest  common  stockholder.  Include 
separately  all  conunon  stock  issuable  upon 
conversion  of  convertible  securities 
(identifying  them  by  asterisk)  and  show 
average  price  per  share  as  if  conversion  has 
occurred.  Indicate  by  footnote  if  the  price 
paid  was  tor  a  consideration  other  than  cash 
and  the  nature  of  any  such  consideration. 


Class  of  shares 

Average 
price  per 
share 

No.  of 
shares 
rKMT  held 

Percent¬ 
age  of 
total 

No.  of 
shares 
held  after 
offering  if 
all 

securities 

sold 

Percent¬ 
age  of 
total 

Name: 

Office  Street  Address: 

1 

Telephooe  No.  ( _ ) _ _ 

Principal  occupation: 

Name: 

Office  Street  Address: 

. - . . . - . . . . . . - - - 

j 

Telephone  No.  ( _ ) 

Principel  occupetlonr 

Name: 

Office  Street  Address: 

- 

Telephone  No.  ( _ )  - 

Principal  occupafiort: 

Name: 

Office  Street  Address: 

Telephone  No.  ( _ )  - 

Prindpal  occupation: 

38.  Number  of  shares  beneficially  owned 
by  Officers  and  Directors  as  a  group: 

Before  offering; _ shares  ( _ %  of  total 

outstanding) 

After  offering:  (a)  Assiuning  minimiun 
securities  sold: 

- shares  ( _ %  of  total  outstanding) 

(b)  Assuming  maximum  securities  sold; 

- shares  ( _ %  of  total  outstanding) 

(Assume  all  options  exercised  and  all 
convertible  securities  converted.) 

Instruction:  If  shares  are  held  by  family 
members,  through  corporations  or 
partnerships,  or  otherwise  in  a  manner  that 


would  allow  a  person  to  direct  or  control  the 
voting  of  the  shares  (or  share  in  such 
direction  or  control-^s,  for  example,  a  co¬ 
trustee)  they  should  be  included  as  being 
“beneficially  owned.”  An  explanation  of 
these  circumstances  should  be  set  forth  in  a 
footnote  to  the  “Number  of  Shares  Now 
Held.” 

Management  Relationships,  Transactions  and 
Remuneration 

39.(a)  If  any  of  the  Officers,  Directors,  key 
personnel  or  principal  stockholders  are 
related  by  blood  or  marriage,  please  describe. 


(b)  If  the  Company  has  made  loans  to  or  is 
doing  business  with  any  of  its  Officers, 
Directors,  key  personnel  or  10%  stockholders, 
or  any  of  their  relatives  (or  any  entity 
controlled  directly  or  indirectly  by  any  such 
persons)  within  the  last  two  years,  or 
proposes  to  do  so  within  the  future,  explain. 
(This  includes  sales  or  lease  of  goods, 
property  or  services  to  or  fi'om  the  Company, 
employment  or  stock  purchase  contracts,  etc.) 
State  the  principal  terms  of  any  significant 
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loans,  agreements,  leases,  financing  or  other 
arrangements. 


(c)  If  any  of  the  Company's  Officers, 
Directors,  key  personnel  or  10%  stockholders 
has  guaranteed  or  co-signed  any  of  the 
Company's  bank  debt  or  other  obligations, 
including  any  indebtedness  to  be  retired  from 
the  proceeds  of  this  offering,  explain  and 
state  the  amounts  involved. 


40.(a)  List  all  remuneration  by  the 
Company  to  Officers,  Directors  and  key 
personnel  for  the  last  fiscal  yean 


Cash 

Other 

Ctiief  Executive  Officer.. 

$- . 

$ 

Chief  Operating  Officer . 

$ . - . 

$ 

Chief  Accounting 

$ . 

$ 

Officer. 

Key  Personnel: 

$ . 

$ 

$ 

$_ . . 

$ 

Others: 

$ 

$ 

$,. . . . 

$ 

$ 

$ 

Total: . 

$ . 

$ 

Directors  as  a  ^ 

s . ) 

$ 

group  (number 

1 

of  persons  _). 

(b)  If  remuneration  is  expected  to  change 
or  has  been  unpaid  in  prior  years,  explain: 


(c)  If  any  employment  agreements  exist  or 
are  contemplated,  describe: 


41.(a)  Number  of  shares  subject  to  issuance 
under  presently  outstanding  stock  purchase 
agreements,  stock  options,  warrants  or  rights: 

- shares  ( _ %  of  total  shares  to  be 

outstanding  after  the  completion  of  the 
oRering  if  all  securities  sold,  assuming 
exercise  of  options  and  conversion  of 
convertible  securities).  Indicate  which  have 
been  approved  by  shareholders.  State  the 
expiration  dates,  exercise  prices  and  other 
basic  terms  for  these  securities: 


(b)  Number  of  common  shares  subject  to 

issuance  under  existing  stock  purchase  or 
option  plans  but  not  yet  covered  by 
outstanding  purchase  agreements,  options  or 
warrants: _ shares. 

(c)  Describe  the  extent  to  which  future 
stock  purchase  agreements,  stock  options, 
warrants  or  rights  must  be  approved  by 
shareholders. 


42.  If  the  business  is  highly  dependent  on 
the  services  of  certain  key  personnel, 
describe  any  arrangements  to  assure  that 
these  persons  will  remain  with  the  Company 
and  not  compete  upon  any  termination: 

Note:  After  reviewing  the  above,  potential 
investors  should  consider  whether  or  not  the 
compensation  to  management  and  other  key 
personnel  directly  or  indirectly,  is  reasonable 
in  view  of  the  present  stage  of  the  Company's 
development. 

Instruction:  For  purposes  of  Question  39(b], 
a  person  directly  or  indirectly  controls  an 
entity  if  he  is  part  of  the  group  that  directs  or 
is  able  to  direct  the  entity's  activities  or 
affairs.  A  person  is  typically  a  member  of  a 
control  group  if  he  is  an  officer,  director, 
general  partner,  trustee  or  beneficial  owner 
of  a  10%  or  greater  interest  in  the  entity.  In 
Question  40,  the  term  “Cash"  should  indicate 
salary,  bonus,  consulting  fees,  non- 
accountable  expense  accounts  and  the  like. 
The  column  captioned  “Other"  should 
include  the  value  of  any  options  or  securities 
given,  any  annuity,  pension  or  retirement 
benefits,  bonus  or  profit-sharing  plans,  and 
personal  benefits  (club  memberships, 
company  cars,  insurance  benefits  not 
generally  available  to  employees,  etc.).  The 
nature  of  these  benefits  should  be  explained 
in  a  footnote  to  this  column. 

Litigation 

43.  Describe  any  past,  pending  or 
threatened  litigation  or  administrative  action 
which  has  had  or  may  have  a  material  effect 
upon  the  Company's  business,  financial 
condition,  or  operations,  including  any 
litigation  or  action  involving  the  Company's 
Officers,  Directors  or  other  key  personnel. 
State  the  names  of  the  principal  parties,  the 
nature  and  current  status  of  the  matters,  and 
amounts  involved.  Give  an  evaluation  by 
management  or  counsel,  to  the  extent 
feasible,  of  the  merits  of  the  proceedings  or 
litigation  and  the  potential  impact  on  the 
Company's  business,  financial  condition,  or 
operations. 


Federal  Tax  Aspects 

44.  If  the  Company  is  an  S  corporation 
under  the  Internal  Revenue  Code  of  1966,  and 
it  is  anticipated  that  any  significant  tax 
benefits  wili  be  avaiiabie  to  investors  in  this 
offering,  indicate  the  nature  and  amount  of 
such  anticipated  tax  benefits  and  the 
material  risks  of  their  disallowance.  Also, 
state  the  name,  address  and  telephone 
number  of  any  tax  advisor  that  has  passed 
upon  these  tax  benefits.  Attach  any  opinion 
or  description  of  the  tax  consequences  of  an 
investment  in  the  securities  by  the  tax 
advisor. 


Name  of  Tax  Advisor: 
Address:  - 


Telephone  No.  ( _ )  - _ 

Note:  Potential  investors  are  encouraged  to 
have  their  own  personal  tax  consultant 
contact  the  tax  advisor  to  review  details  of 
the  tax  benefits  and  the  extent  that  the 
benefits  would  be  available  and 
advantageous  to  the  particular  investor. 

Miscellaneous  Factors 

45.  Describe  any  other  material  factors, 
either  adverse  or  favorable,  that  will  or  could 
affect  the  Company  or  its  business  (for 
example,  discuss  any  defaults  under  major 
contracts,  any  breach  of  bylaw  provisions, 
etc.)  or  which  are  necessary  to  make  any 
other  information  in  this  Offering  Circular  not 
misleading  or  incomplete. 


Financial  Statements 

46.  Provide  the  financial  statements 
required  by  Part  F/S  of  this  Offering  Circular 
section  of  Form  1-A. 

Management's  Discussion  and  Analysis  of 
Certain  Relevant  Factors 

47.  If  the  Company's  financial  statements 
show  losses  from  operations,  explain  the 
causes  underlying  these  losses  and  what 
steps  the  Company  has  taken  or  is  taking  to 
address  these  causes. 


48.  Describe  any  trends  in  the  Company's 
historical  operating  results.  Indicate  any 
changes  now  occurring  in  the  underlying 
economics  of  the  industry  or  the  Company's 
business  which,  in  the  opinion  of 
Management,  will  have  a  significant  impact 
(either  favorable  or  adverse)  upon  the 
Company's  results  of  operations  within  the 
next  12  months,  and  give  a  rough  estimate  of 
the  probable  extent  of  the  impact,  if  possible. 


49.  If  the  Company  sells  a  product  or 
products  and  has  had  significant  sales  during 
its  last  fiscal  year,  state  the  existing  gross 
margin  (net  sales  less  cost  of  such  sales  as 
presented  in  accordance  with  generaliy 
accepted  accounting  principles)  as  a 
percentage  of  sales  for  the  last  fiscal  year: 

_ %.  What  is  the  anticipated  gross  margin  for 

next  year  of  operations?  Approximately  — %. 
If  this  is  expected  to  change,  explain.  Also,  if 
reasonably  current  gross  margin  figures  are 
avaiiabie  for  the  industry,  indicate  these 
figures  and  the  source  or  sources  from  which 
they  are  obtained. 


50.  Foreign  sales  as  a  percent  of  total  sales 

for  last  fiscal  year: _ %.  Domestic 

government  sales  as  a  percent  of  total 
domestic  sales  for  last  Hscal  year:  — %. 
Explain  the  nature  of  these  sales,  including 
any  anticipated  changes: 
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Offering  Circular  Model  B 

Item  1.  Cover  Page 

The  cover  page  of  the  offering  circular  shall 
include  the  following  information; 

(a)  Name  of  the  issuer; 

(b)  The  mailing  address  of  the  issuer's 
principal  executive  o^ices  including  the  zip 
code  and  the  issuer's  telephone  number; 

(c)  Date  of  the  offering  circular, 

(d)  Description  and  amount  of  securities 
o^ered  (Note:  this  description  should  include, 
for  example,  appropriate  disclosure  of 
redemption  and  conversion  features  of  debt 
securities); 

(e)  The  statement  required  by  rule  253; 

(f)  "The  table(s)  required  by  Item  2; 

(g)  The  name  of  the  underwriter  or 
underwriters; 

(h)  Any  materials  required  by  the  law  of 
any  state  in  which  the  securities  are  to  be 
offered; 

(i)  If  applicable,  identify  material  risks  in 
connection  with  the  purchase  of  the 
securities;  and 

(j)  Approximate  date  of  commencement  of 
proposed  sale  to  the  public. 

Instruction:  Where  the  name  of  the  issuer 
is  the  same  as  the  name  of  another  well- 
known  company  or  indicates  a  line  of 
business  in  which  the  issuer  is  not  engaged  or 
is  engaged  to  only  a  limited  extent,  a 
statement  should  be  furnished  to  that  effect. 
In  some  circumstances,  however,  disclosure 
may  not  be  sufficient,  and  a  change  of  name 
may  be  the  only  way  to  cure  its  misleading 
character. 

Item  2.  Distribution  Spread 

(a)  The  information  called  for  by  the 
following  table  shall  be  given,  in 
substantially  the  tabular  form  indicated,  on 
the  outside  front  cover  page  of  the  offering 
circular  as  to  all  securities  being  offered 
(estimate,  if  necessary). 


Price  to 
public 

Underwriting 

discount 

and 

commis¬ 

sions 

Proceeds  to 
issuer  or 
other 
persons 

Per  unit... 

Total . 

_ i 

If  the  securities  are  to  be  offered  on  a  best 
efforts  basis,  the  cover  page  should  set  forth 
the  termination  date,  if  any,  of  the  offering, 
any  minimum  required  sale  and  any 
arrangements  to  place  the  funds  received  in 
an  escrow,  trust,  or  similar  arrangement.  The 
following  tabular  presentation  of  the  total 
maximum  and  minimum  securities  to  be 
offered  should  be  combined  with  the  table 
required  above. 


Price  to 
public 

Underwriting 

discount 

and 

commis¬ 

sions 

Proceeds  to 
issuer  or 
other 
persons 

Total 

mini- 

Total 

maxi- 

Instructions 

1.  The  term  commissions  shall  include  all 
cash,  securities,  contracts,  or  anything  else  of 
value,  paid,  to  be  set  aside,  disposed  of,  or 
understandings  with  or  for  the  benefit  of  any 
other  persons  in  which  any  underwriter  is 
interested,  made  in  connection  with  the  sale 
of  such  security. 

2.  Only  commissions  paid  by  the  issuer  in 
cash  are  to  be  indicated  in  the  table. 
Commissions  paid  by  other  persons  or  any 
form  of  non-cash  compensation  shall  be 
briefly  identified  in  a  note  to  the  table  with  a 
cross-reference  to  a  more  complete 
description  elsewhere  in  the  offering  circular. 

3.  Prior  to  the  commencement  of  sales 
pursuant  to  regulation  A,  the  issuer  shall 
inform  the  Commission  whether  or  not  the 
amount  of  compensation  to  be  allowed  or 
paid  to  the  underwriters,  as  described  in  the 
offering  statement,  has  been  cleared  with  the 
National  Association  of  Securities  Dealers, 
Inc. 

4.  If  the  securities  are  not  to  be  offered  for 
cash,  state  the  basis  upon  which  the  offering 
is  to  be  made. 

5.  If  it  is  impracticable  to  state  the  price  to 
the  public,  the  method  by  which  it  is  to  be 
determined  shall  be  explained. 

(b)  Any  finder's  fees  or  similar  payments 
shall  be  disclosed  on  the  cover  page  with  a 
reference  to  a  more  complete  discussion  in 
the  offering  circular.  Such  disclosure  should 
identify  the  finder,  the  nature  of  the  services 
rendered  and  the  nature  of  any  relationship 
between  the  finder  and  the  issuer,  its  officers, 
directors,  promoters,  principal  stockholders 
and  underwriters  (including  any  affiliates 
thereof). 

(c)  The  amount  of  the  expenses  of  the 
offering  borne  by  the  issuer,  including 
underwriting  expenses  to  be  borne  by  the 
issuer,  should  be  disclosed  in  a  footnote  to 
the  table. 

Item  3.  Summary  Information,  Risk  Factors 
and  Dilution 

(a)  Where  appropriate  to  a  clear 
understanding  by  investors,  there  should  be 
set  forth  in  the  forepart  of  the  offering 
circular,  under  an  appropriate  caption,  a 
carefully  organized  series  of  short,  concise 
paragraphs,  summarizing  the  principal  factors 
which  make  the  offering  one  of  high  risk  or 
speculative.  Note:  These  factors  may  be  due 
to  such  matters  as  an  absence  of  an  operating 
history  of  the  issuer,  an  absence  of  profitable 
operations  in  recent  periods,  an  erratic 
financial  history,  the  financial  position  of  the 
issuer,  the  nature  of  the  business  in  which  the 
issuer  is  engaged  or  proposes  to  engage, 
conflicts  of  interest  with  management, 
reliance  on  the  efforts  of  a  single  individual. 


or  the  method  of  determining  the  market 
price  where  no  market  currently  exists. 

Issuers  should  avoid  generalized  statements 
and  include  only  those  factors  which  are 
unique  to  the  issuer. 

(b)  Where  there  is  a  material  disparity 
between  the  public  offering  price  and  the 
effective  cash  cost  to  officers,  directors, 
promoters  and  affiliated  persons  for  shares 
acquired  by  them  in  a  transaction  during  the 
past  three  years,  or  which  they  have  a  right  to 
acquire,  there  should  be  included  a 
comparison  of  the  public  contribution  under 
the  proposed  public  offering  and  the  effective 
cash  contribution  of  such  persons.  In  such 
cases,  and  in  other  instances  where  the 
extent  of  the  dilution  makes  it  appropriate, 
the  following  shall  be  given;  (1)  The  net 
tangible  book  value  per  share  before  and 
after  the  distribution;  (2)  the  amount  of  the 
increase  in  such  net  tangible  book  value  per 
share  attributable  to  the  cash  payment  made 
by  purchasers  of  the  shares  being  offered; 
and  (3)  the  amount  of  the  immediate  dilution 
from  the  public  offering  price  which  will  be 
absorbed  by  such  purchasers. 

Item  4.  Plan  of  Distribution 

(a)  If  the  securities  are  to  be  offered 
through  underwriters,  give  the  names  of  the 
principal  underwriters,  and  state  the 
respective  amounts  underwritten.  Identify 
each  such  underwriter  having  a  material 
relationship  to  the  issuer  and  state  the  nature 
of  the  relationship.  State  briefly  the  nature  of 
the  underwriters'  obligation  to  take  the 
securities. 

(b)  State  briefly  the  discounts  and 
commissions  to  be  allowed  or  paid  to  dealers, 
including  all  cash,  securities,  contracts  or 
other  consideration  to  be  received  by  any 
dealer  in  connection  with  the  sale  of  the 
securities. 

(c)  Outline  briefly  the  plan  of  distribution 
of  any  securities  being  issued  which  are  to  be 
offered  through  the  selling  efforts  of  brokers 
or  dealers  or  otherwise  than  through 
underwriters. 

(d)  If  any  of  the  securities  are  to  be  offered 
for  the  account  of  security  holders,  indicate 
on  the  cover  page  the  total  amount  to  be 
offered  for  their  account  and  include  a  cross- 
reference  to  a  fuller  discussion  elsewhere  in 
the  offering  circular.  Such  discussion  should 
identify  each  selling  security  holder,  state  the 
amount  owned  by  him,  the  amount  offered  for 
his  account  and  the  amount  to  be  owned  after 
the  offering. 

(e) (1)  Describe  any  arrangements  for  the 
return  of  funds  to  subscribers  if  all  of  the 
securities  to  be  offered  are  not  sold;  if  there 
are  no  such  arrangements,  so  state. 

(2)  If  there  will  be  a  material  delay  in  the 
payment  of  the  proceeds  of  the  offering  by 
the  underwriter  to  the  issuer,  the  salient 
provisions  in  this  regard  and  the  effects  on 
the  issuer  should  be  stated. 

Instruction 

Attention  is  directed  to  the  provisions  of 
rules  lOb-9  (17  CFR  240.10b-«)  and  15c2-4  (17 
CFR  240.15c2-4)  under  the  Securities 
Exchange  Act  of  1934.  These  rules  outline, 
among  other  things,  antifraud  provisions 
concerning  the  return  of  funds  to  subscribers 
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and  the  transmission  of  proceeds  of  an 
offering  to  a  seller. 

Item  5.  Use  of  Proceeds  to  Issuer 
State  the  principal  purposes  for  which  the 
net  proceeds  to  the  issuer  from  the  securities 
to  be  offered  are  intended  to  be  used,  and  the 
approximate  amount  intended  to  be  used  for 
each  such  purpose. 

Instructions 

1.  If  any  substantial  portion  of  the  proceeds 
has  not  been  allocated  for  particular 
purposes,  a  statement  to  that  effect  shall  be 
made  together  with  a  statement  of  the 
amount  of  proceeds  not  so  allocated  and  how 
the  registrant  expects  to  employ  such  funds 
not  so  allocated. 

2.  Include  a  statement  as  to  the  use  of  the 
actual  proceeds  if  they  are  not  sufficient  to 
accomplish  the  purpose  set  forth  and  the 
order  of  priority  in  which  they  will  be 
applied.  However,  such  statement  need  not 
be  made  if  the  underwriting  arrangements  are 
such  that,  if  any  securities  are  sold  to  the 
public,  it  can  be  reasonably  expected  that  the 
actual  proceeds  of  the  issue  will  not  be 
substantially  less  than  the  estimated 
aggregate  proceeds  to  the  issuer  as  shown 
under  Item  2. 

3.  If  any  material  amoimts  of  other  funds 
are  to  be  used  in  conjunction  with  the 
proceeds,  state  the  amounts  and  sources  of 
such  other  funds. 

4.  If  any  material  part  of  the  proceeds  is  to 
be  used  to  discharge  indebtedness,  describe 
the  terms  of  such  indebtedness.  If  the 
indebtedness  to  be  discharged  was  incurred 
within  one  year,  describe  the  use  of  the 
proceeds  of  such  indebtedness. 

5.  If  any  material  amount  of  the  proceeds  is 
to  be  used  to  acquire  assets,  otherwise  than 
in  the  ordinary  course  of  business,  briefly 
describe  and  state  flie  cost  of  the  assets.  If 
the  assets  are  to  be  acquired  from  affiliates  of 
the  issuer  or  their  associates,  give  the  names 
of  the  persons  from  whom  they  are  to  be 
acquir^  and  set  forth  the  principle  followed 
in  determining  the  cost  to  ^e  issuer. 

6.  The  issuer  may  reserve  the  right  to 
change  the  use  of  proceeds  provided  that 
such  reservation  is  due  to  certain 
contingencies  which  are  adequately 
disclosed. 

Item  ft  Description  of  Business 
(a)  Narrative  description  of  business. 

(1)  Describe  the  business  done  and 
intended  to  be  done  by  the  issuer  and  its 
subsidiaries  and  the  general  development  of 
the  business  during  the  past  five  years  or 
such  shorter  period  as  the  issuer  may  have 
been  in  business.  Such  description  should 
include,  but  not  be  limited  to.  a  discussion  of 
the  following  factors  if  such  factors  are 
material  to  an  understanding  of  the  issuer's 
business: 

(i)  The  principal  products  produced  and 
services  rendered  and  the  principal  markets 
for  and  method  of  distribution  of  such 
products  and  services. 

(ii)  The  status  of  a  product  or  service  if  the 
issuer  has  made  public  information  about  a 
new  product  or  service  which  would  require 
the  investment  of  a  material  amount  of  the 
assets  of  the  issuer  or  is  otherwise  material. 


(iii)  The  estimated  amount  spent  during 
each  of  the  last  two  fiscal  years  on  company- 
sponsored  research  and  development 
activities  determined  in  accordance  with 
generally  accepted  accounting  principles.  In 
addition,  state  the  estimated  dollar  amount 
spent  during  each  of  such  years  on  material 
customer-sponsored  research  activities 
relating  to  the  development  of  new  products, 
services  or  techniques  or  the  improvement  of 
existing  products,  services  or  techniques. 

(iv)  The  number  of  persons  employed  by 
the  issuer,  indicating  the  number  employed 
full  time. 

(v)  The  material  effects  that  compliance 
with  Federal,  State  and  local  provisions 
which  have  been  enacted  or  adopted 
regulating  the  discharge  of  materials  into  the 
environment  may  have  upon  the  capital 
expenditures,  earnings  and  competitive 
position  of  the  issuer  and  its  subsidiaries. 

The  issuer  shall  disclose  any  material 
estimated  capital  expenditures  for 
environmental  control  facilities  for  the 
remainder  of  its  current  flscal  year  and  for 
such  further  periods  as  the  issuer  may  deem 
material. 

(2)  The  issuer  should  also  describe  those 
distinctive  or  special  characteristics  of  the 
issuer's  operation  or  industry  which  may 
have  a  material  impact  upon  the  issuer's 
future  flnancial  performance.  Examples  of 
actors  which  mi^t  be  discussed  indude 
dependence  on  one  or  a  few  major  customers 
or  suppliers  [including  suppliers  of  raw 
materials  or  financing],  existing  or  probable 
governmental  regulation,  material  terms  of 
and/or  expiration  of  material  labor  contracts 
or  patents,  trademarks,  licenses,  franchises, 
concessions  or  royalty  agreements,  unusual 
competitive  conditions  in  the  industry, 
cyclicality  of  the  industry  and  anticipated 
raw  material  or  energy  shortages  to  the 
extent  management  may  not  be  able  to 
secure  a  continuing  source  of  supply. 

(3)  The  following  requirement  in 
subparagraph  (i)  applies  only  to  issuers 
(including  predecessors)  which  have  not 
received  revenue  from  operations  during  each 
of  the  three  flscal  years  immediately  prior  to 
the  flling  of  the  offering  statement 

(i)  Describe,  if  formulated,  the  issuer's  plan 
of  operation  for  the  twelve  months  foliowring 
the  commencement  of  the  proposed  offering. 
If  such  information  is  not  avaUable,  the 
reasons  for  its  unavailability  shall  be  stated. 
Disdosure  relating  to  any  plan  should 
include,  among  other  things,  a  statement 
indicating  whether,  in  the  issuer's  opinion, 
the  process  from  the  offering  will  satisfy  its 
cash  requirements  and  whether,  in  the  next 
six  months,  it  will  be  necessary  to  raise 
additional  fimds. 

[ii]  Any  engineering,  management  or 
similar  reports  which  have  been  prepared  or 
provided  for  external  use  by  the  issuer  or  by 
a  prindpal  underwriter  in  connection  with 
the  proposed  offering  should  be  furnished  to 
the  Commission  at  the  time  of  flling  the 
offering  statement  or  as  soon  as  practicable 
thereafter.  There  should  also  be  furnished  at 
the  same  time  a  statement  as  to  the  actual  or 
proposed  use  and  distribution  of  such  report 
or  memorandum.  Such  statement  should 
identify  each  dass  of  persons  who  have 
received  or  will  receive  the  report  or 


memorandum,  and  state  the  number  of  copies 
distributed  to  each  such  class.  If  no  such 
report  or  memorandum  has  been  prepared, 
the  Commission  should  be  so  informed  in 
writing  at  the  time  the  report  or  memorandum 
would  otherwise  have  been  submitted. 

(b)  Segment  Data.  If  the  issuer  is  required 
to  indude  segment  information  in  its 
financial  statements,  an  appropriate  cross- 
reference  shall  be  included  in  the  description 
of  business. 

Item  7.  Description  of  Property 

State  briefly  the  location  and  general 
character  of  the  principal  plants,  and  other 
materially  important  physical  properties  of 
the  issuer  and  its  subsidiaries.  If  any  such 
property  is  not  held  in  fee  or  is  held  subject 
to  any  major  encumbrance,  so  state  and 
briefly  describe  how  held. 

Instruction 

What  is  required  is  information  essential  to 
an  investor's  appraisal  of  the  securities  being 
offered.  Such  information  should  be  furnished 
as  will  reasonably  inform  investors  as  to  the 
suitability,  adequacy,  productive  capadty 
and  extent  of  utilization  of  the  facilities  used 
in  the  enterprise.  Detailed  descriptions  of  the 
physical  characteristics  of  individual 
properties  or  legal  descriptions  by  metes  and 
bounds  are  not  required  and  should  not  be 
given. 

Item  ft  Directors,  Executive  Officers  and 
Significant  Employees 

(a)  List  the  names  and  ages  of  each  of  the 
following  persons  stating  his  term  of  office 
and  any  periods  diuing  which  he  has  served 
as  such  and  briefly  describe  any  arrangement 
or  understanding  between  him  and  any  other 
person(s)  (naming  such  person(s))  pursuant  to 
which  he  was  or  is  to  be  selected  to  his  office 
or  position: 

(1)  Directors; 

(2)  Persons  nominated  to  be  chosen  to 
become  directors; 

(3)  Executive  officers; 

(4)  Persons  chosen  to  become  executive 
officers; 

(5)  Significant  employees. 

Instructions 

1.  No  nominee  or  person  chosen  to  become 
a  director  or  person  chosen  to  be  an 
executive  officer  who  has  not  consented  to 
act  as  such  should  be  named  in  response  to 
this  item. 

2.  The  term  executive  officer  means  the 
president,  secretary,  treasurer,  any  vice- 
president  in  charge  of  a  principal  business 
function  (such  as  sales,  administration,  or 
finance)  and  any  other  person  who  performs 
similar  policy  making  functions  for  the  issuer. 

3.  The  term  significant  employee  means 
persons  such  as  production  managers,  sales 
managers,  or  research  scientists,  who  are  not 
executive  officers,  but  who  make  or  are 
expected  to  make  significant  contributions  to 
the  business  of  the  issuer. 

(b)  Family  relationships.  State  the  nature  of 
any  family  relationship  between  any  director, 
executive  officer,  person  nominated  or 
chosen  by  die  issuer  to  become  a  director  or 
executive  officer  or  any  significant  employee. 
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Instruction 

The  term  family  relationship  means  any 
relationship  by  blood,  marriage,  or  adoption, 
not  more  remote  than  first  cousin. 

(c)  Business  experience.  Give  a  brief 
account  of  the  business  experience  during  the 
past  five  years  of  each  director,  person 
nominated  or  chosen  to  become  a  director  or 
executive  officer,  and  each  significant 
employee,  including  his  principal  occupations 
and  employment  during  that  period  and  the 
name  and  principal  business  of  any 
corporation  or  other  organization  in  which 
such  occupations  and  employment  were 
carried  on.  When  an  executive  officer  or 
significant  employee  has  been  employed  by 
the  issuer  for  less  than  five  years,  a  brief 
explanation  should  be  included  as  to  the 
nature  of  the  responsibilities  undertaken  by 
the  individual  in  prior  positions  to  provide 
adequate  disclosure  of  this  prior  business 
experience.  What  is  required  is  information 
relating  to  the  level  of  his  professional 
competence  which  may  include,  depending 
upon  the  circumstances,  such  specific 
information  as  the  size  of  the  operation 
supervised. 

(d)  Involvement  in  certain  legal 
proceedings.  Describe  any  of  the  following 
events  which  occurred  during  the  past  Rve 
years  and  which  are  material  to  an 
evaluation  of  the  ability  or  integrity  of  any 
director,  person  nominated  to  become  a 
director  or  executive  officer  of  the  issuer. 

(1)  A  petition  under  the  Bankruptcy  Act  or 
any  State  insolvency  law  was  filed  by  or 
against,  or  a  receiver,  fiscal  agent  or  similar 
o^icer  was  appointed  by  a  court  for  the 
business  or  property  of  such  person,  or  any 
partnership  in  which  he  was  general  partner 
at  or  within  2  years  before  the  time  of  such 
filing,  or  any  corporation  or  business 
association  of  which  he  was  an  executive 
officer  at  or  within  two  years  before  the  time 
of  such  filing: 

(2)  Such  person  was  convicted  in  a  criminal 
proceeding  (excluding  traffic  violations  and 
other  minor  offenses). 

Item  ft  Remuneration  of  Directors  and 
Officers 

(a)  Furnish,  in  substantially  the  tabular 
form  indicated,  the  aggregate  annual 
remuneration  of  each  of  the  three  highest 
paid  persons  who  are  officers  or  directors  as 
a  group  during  the  issuer's  last  ffscal  year. 
State  the  number  of  persons  in  the  group 
referred  to  above  without  naming  them. 


Name  of 
individual 
or  identity 
of  group 


Capacities  in 
remuneration 
was  received 


Aggregate 

remuneration 


instructions 

1.  In  case  of  remuneration  paid  or  to  be 
paid  otherwise  than  in  cash,  if  it  is 
impracticable  to  determine  the  cash  value 
thereof,  state  in  a  note  to  the  table  the  nature 
and  amount  thereof. 

2.  This  item  is  to  be  answered  on  an 
accrual  basis  if  practicable;  if  not  so 
answered,  state  the  basis  used. 

(b)  Briefly  describe  all  remuneration 
payments  proposed  to  be  made  in  the  future 


pursuant  to  any  ongoing  plan  or  arrangement 
to  the  individuals  and  group  specified  in  Item 
9(a).  The  description  should  include  a 
summary  of  how  each  plan  operates,  any 
performance  formula  or  measure  in  effect  (or 
the  criteria  used  to  determine  payment 
amounts),  the  time  periods  over  which  the 
measurements  of  benefits  will  be  determined, 
payment  schedules,  and  any  recent  material 
amendments  to  the  plan.  Information  need 
not  be  furnished  with  respect  to  any  group 
life,  health,  hospitalization,  or  medical 
reimbursement  plans  which  do  net 
discriminate  in  scope,  terms  or  operation  in 
favor  of  officers  or  directors  of  the  registrant 
and  which  are  available  generally  to  all 
salaried  employees. 

Item  10.  Security  Ownership  ofManogement 
and  Certain  Securityholders 

(a)  Voting  securities  and  principal  holders 
thereof.  Furnish  the  following  information,  in 
substantially  the  tabular  form  indicated,  with 
respect  to  voting  securities  held  of  record  by: 

(1)  Each  of  the  three  highest  paid  persons 
who  are  officers  and  directors  of  the  issuer; 
Note — In  the  event  none  of  the  issuer's 
officers  or  directors  have  received  a  salary  in 
the  past  twelve  months,  this  item  should  be 
responded  to  for  every  officer  and  director; 

(2)  All  officers  and  directors  as  a  group; 

(3)  Each  shareholder  who  owns  more  than 
10%  of  any  class  of  the  issuer's  securities, 
including  those  shares  subject  to  outstanding 
options. 


(1) 

(2) 

(3) 

(4) 

(5) 

Title 

of 

class 

Name 

and 

ad¬ 

dress 

of 

owner 

Amount 

owned 

before 

the 

offering 

Amount 
owned 
after  the 
offering 

Per¬ 

cent 

of 

class 

Instruction 

Column  (4)  need  not  be  responded  to  if  the 
information  would  be  the  same  as  that 
appearing  under  column  (3). 

(b)  If,  to  the  knowledge  of  the  issuer,  any 
other  person  holds  or  shares  the  power  to 
vote  or  direct  the  voting  of  securities 
described  pursuant  to  subsection  (a)  above, 
appropriate  disclosure  should  be  made.  In 
addition,  if  any  person  other  than  those 
named  pursuant  to  subsection  (a)  holds  or 
shares  the  power  to  vote  10%  or  more  of  the 
issuer's  voting  securities,  the  information 
required  by  the  table  should  be  provided  with 
respect  to  such  person. 

(c)  Non-voting  securities  and  principal 
holders  thereof.  Furnish  the  same  information 
as  required  in  subsection  (a)  above  with 
respect  to  securities  that  are  not  entitled  to 
vote. 

(d)  Options,  warrants,  and  rights.  Furnish 
the  information  required  by  the  table  as  to 
options,  warrants  or  rights  to  purchase 
securities  from  the  issuer  or  any  of  its 
subsidiaries  held  by  each  of  the  individuals 
and  referred  to  in  subsection  (a)  above: 


Title  and 
amount 
securities 

Name  of 

called  for 

Exercise 

Date  of 

holder 

by 

options, 
warrants 
or  rights 

price 

exercise 

Instruction 

Where  the  total  market  value  of  securities 
called  for  by  all  outstanding  options, 
warrants  or  rights  does  not  exceed  $10,000  for 
any  offfeer,  director,  or  principal  shareholder 
named  in  answer  to  this  item,  or  $50,000  for 
all  officers  and  directors  as  a  group,  this  item 
need  not  be  answered  with  respect  to 
options,  warrants  or  rights  held  by  such 
person  or  group.  If  the  issuer  cannot  ascertain 
the  market  value  of  its  securities,  the  offering 
price  may  be  used  for  purposes  of  this 
subsection.  If,  as  is  the  case  with  offerings  of 
debt  securities,  the  offering  price  cannot  be 
determined  at  the  time  of  filing  the  offering 
statement,  the  issuer  may  utilize  any 
reasonable  method  of  valuation. 

(e)  List  all  parents  of  the  issuer,  showing 
the  basis  of  control  and  as  to  each  parent  the 
percentage  of  voting  securities  owned  or 
other  basis  of  control  by  its  immediate 
parent,  if  any. 

Item  11.  Interest  of  Management  and  Others 
in  Certain  Transactions 

Describe  briefly  any  transactions  during 
the  previous  two  years  or  any  presently 
proposed  transactions,  to  which  the  issuer  or 
any  of  its  subsidiaries  was  or  is  to  be  a  party, 
in  which  any  of  the  following  persons  had  or 
is  to  have  a  direct  or  indirect  material 
interest,  naming  such  person  and  stating  his 
relationship  to  the  issuer,  the  nature  of  his 
interest  in  the  transaction  and,  where 
practicable,  the  amount  of  such  interest: 

(1)  Any  director  or  officer  of  the  issuer; 

(2)  Any  nominee  for  election  as  a  director 

(3)  Any  principal  securityholder  named  in 
answer  to  Item  10(a); 

(4)  If  the  issuer  was  incorporated  or 
organized  within  the  past  three  years,  any 
promoter  of  the  issuer; 

(5)  Any  relative  or  spouse  of  any  of  the 
foregoing  persons,  or  any  relative  of  such 
spouse,  who  has  the  same  house  as  such 
person  or  who  is  a  director  or  officer  of  any 
parent  or  subsidiary  of  the  issuer. 

Instructions 

1.  No  information  need  be  given  in  answer 
to  this  item  as  to  any  transaction  where: 

(a)  The  rates  of  charges  involved  in  the 
transaction  are  determined  by  competitive 
bids,  or  the  transaction  involves  the 
rendering  of  services  as  a  common  or 
contract  carrier  fixed  in  conformity  with  law 
or  governmental  authority: 

(b)  The  transaction  involves  services  as  a 
bank  depositary  of  funds,  transfer  agent, 
registrar,  trustee  under  a  trust  indenture,  or 
similar  services; 

(c)  The  amount  involved  in  the  transaction 
or  a  series  of  similar  transactions,  including 
ail  periodic  installments  in  the  case  of  any 
lease  or  other  agreement  providing  for 
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periodic  payments  or  installments  does  not 
exceed  $^,000;  or 

(d)  The  interest  of  the  specified  person 
arises  solely  from  the  ownership  of  securities 
of  the  issuer  and  the  specified  person 
receives  no  extra  or  special  benefit  not 
shared  on  a  pro-rata  basis  by  all  of  the 
holders  of  securities  of  the  class. 

2.  It  should  be  noted  that  this  Item  calls  for 
disclosure  of  indirect  as  well  as  direct 
material  interests  in  transactions.  A  person 
who  has  a  position  or  relationship  with  a 
firm,  corporation,  or  other  entity  which 
engages  in  a  transaction  with  the  issuer  or  its 
subsidiaries  may  have  an  indirect  interest  in 
such  transaction  by  reason  of  such  position 
or  relationship.  However,  a  person  shall  be 
deemed  not  to  have  a  material  indirect 
interest  in  a  transaction  within  the  meaning 
of  this  Item  where: 

(a)  The  interest  arises  only  (i)  from  such 
person's  position  as  a  director  of  another 
corporation  or  organization  (other  than  a 
partnership)  which  is  a  party  to  the 
transaction,  or  (ii)  from  the  direct  or  indirect 
ownership  by  such  person  and  all  other 
persons  specified  in  subparagraphs  (1) 
through  (5)  above,  in  the  aggregate,  of  less 
than  a  10  percent  equity  interest  in  another 
person  (other  than  a  partnership)  which  is  a 
party  to  the  transaction,  or  (iii)  from  both 
such  position  and  ownership; 

(b)  The  interest  arises  only  from  such 
person’s  position  as  a  limited  partner  in  a 
partnership  in  which  he  and  all  other  persons 
specified  in  (1)  through  (5)  above  had  an 
interest  of  less  than  10  percent;  or 

(c)  The  interest  of  such  person  arises  solely 
from  the  holding  of  an  equity  interest 
(including  a  limited  partnership  interest  but 
excluding  a  general  partnership  interest)  or  a 
creditor  interest  in  another  person  which  is  a 
party  to  the  transaction  with  the  issuer  or  any 
of  its  subsidiaries  and  the  transaction  is  not 
material  to  such  other  person. 

3.  Include  the  name  of  each  person  whose 
interest  in  any  transaction  is  described  and 
the  nature  of  the  relationships  by  reason  of 
which  such  interest  is  required  to  be 
described.  The  amount  of  the  interest  of  any 
specified  person  shall  be  computed  without 
regard  to  the  amount  of  the  profit  or  loss 
involved  in  the  transaction.  Where  it  is  not 
practicable  to  state  the  approximate  amount 
of  the  interest,  the  approximate  amount 
involved  in  the  transaction  shall  be  disclosed. 

4.  Information  should  be  included  as  to  any 
material  underwriting  discounts  and 
commissions  upon  the  sale  of  securities  by 
the  issuer  where  any  of  the  specified  persons 
was  or  is  to  be  a  principal  underwriter  or  is  a 
controlling  person,  or  member,  of  a  firm 
which  was  or  is  to  be  a  principal  underwriter. 
Information  need  not  be  given  concerning 
ordinary  management  fees  paid  by 
underwriters  to  a  managing  underwriter 
pursuant  to  an  agreement  among 
underwriters  the  parties  to  which  do  not 
include  the  issuer  or  its  subsidiaries. 

5.  As  to  any  transaction  involving  the 
purchase  or  sale  of  assets  by  or  to  any  issuer 
or  any  subsidiary,  otherwise  than  in  the 
ordinary  course  of  business,  state  the  cost  of 
the  assets  to  the  purchaser  and,  if  acquired 
by  the  seller  within  two  years  prior  to  the 
transaction,  the  cost  thereof  to  the  seller. 


6.  Information  shall  be  furnished  in  answer 
to  this  Item  with  respect  to  transactions  not 
excluded  above  which  involve  remuneration 
from  the  issuer  or  its  subsidiaries,  directly  or 
indirectly,  to  any  of  the  specified  persons  for 
services  in  any  capacity  unless  the  interest  of 
such  persons  arises  solely  from  the 
ownership  individually  and  in  the  aggregate 
of  less  than  10  percent  of  any  class  of  equity 
securities  of  another  corporation  furnishing 
the  services  to  the  issuer  or  its  subsidiaries. 

Item  12.  Securities  Being  Offered 

(a)  If  capital  stock  is  being  offered,  state 
the  title  of  the  class  and  furnish  the  following 
information; 

(1)  Outline  briefly:  (i)  Dividend  rights;  (ii) 
voting  rights;  (iii)  liquidation  rights;  (iv) 
preemptive  rights;  (v)  conversion  rights;  (vi) 
redemption  provisions;  (vii)  sinking  fund 
provisions;  and  (viii)  liability  to  further  calls 
or  to  assessment  by  the  issuer. 

(2)  Briefly  describe  potential  liabilities 
imposed  on  shareholders  under  state  statutes 
or  foreign  law,  e.g.,  to  laborers,  servants  or 
employees  of  the  registrant,  unless  such 
disclosure  would  be  immaterial  because  the 
financial  resources  of  the  registrant  are  such 
as  to  make  it  unlikely  that  the  liability  will 
ever  be  imposed. 

(b)  If  debt  securities  are  being  offered, 
outline  briefly  the  following: 

(1)  Provisions  with  respect  to  interest, 
conversion,  maturity,  redemption, 
amortization,  sinking  fund  or  retirement. 

(2)  Provisions  with  respect  to  the  kind  and 
priority  of  any  lien  securing  the  issue, 
together  with  a  brief  identification  of  the 
principal  properties  subject  to  such  lien. 

(3)  Envisions  restricting  the  declaration  of 
dividends  or  requiring  the  maintenance  of 
any  ratio  of  assets,  the  creation  or 
maintenance  of  reserves  or  the  maintenance 
of  properties. 

(4)  Revisions  permitting  or  restricting  the 
issuance  of  additional  securities,  the 
withdrawal  of  cash  deposited  against  such 
issuance,  the  incurring  of  additional  debt,  the 
release  or  substitution  of  assets  securing  the 
issue,  the  modihcation  of  the  terms  of  the 
security,  and  similar  provisions. 

Instruction 

In  the  case  of  secured  debt  there  should  be 
stated  (i)  the  approximate  amount  of 
unbonded  property  available  for  use  against 
the  issuance  of  bonds,  as  of  the  most  recent 
practicable  date,  and  (ii)  whether  the 
securities  being  issued  are  to  be  issued 
against  such  property,  against  the  deposit  of 
cash,  or  otherwise. 

(c)  If  securities  described  are  to  be  offered 
pursuant  to  warrants,  rights,  or  convertible 
securities,  state  briefly; 

(1)  The  amount  of  securities  called  for  by 
such  warrants,  convertible  securities  or 
rights; 

(2)  The  period  during  which  and  the  price 
at  which  the  warrants,  convertible  securities 
or  rights  are  exercisable; 

(3)  The  amounts  of  warrants,  convertible 
securities  or  rights  outstanding;  and 

(4)  Any  other  material  terms  of  such 
securities. 

(d)  In  the  case  of  any  other  kind  of 
securities,  appropriate  information  of  a 
comparable  character. 


Part  F/S 

The  following  Financial  statements  of  the 
issuer,  or  the  issuer  and  its  predecessors  or 
any  businesses  to  which  the  issuer  is  a 
successor  shall  be  filed  as  part  of  the  offering 
statement  and  included  in  the  o^ering 
circular  which  is  distributed  to  investors. 

Such  financial  statements  shall  be 
prepared  in  accordance  with  generally 
accepted  accounting  principles  (GAAP)  in  the 
United  States. 

Issuers  which  have  audited  financial 
statements  because  they  prepare  them  for 
other  purposes,  shall  provide  them. 

The  Commission’s  Regulation  S-X,  17  CFR 
210.1  et  seq.  relating  to  the  form,  content  of 
and  requirements  for  financial  statements 
shall  not  apply  to  the  financial  statements 
required  by  this  part,  except  that  if  audited 
financial  statements  are  filed,  the 
qualifications  and  reports  of  an  independent 
auditor  shall  comply  with  the  requirements  of 
Article  2  of  Regulation  S-X. 

Issuers  which  are  limited  partnerships  are 
required  to  also  Hie  the  balance  sheets  of 
general  partners:  (1)  If  such  general  partner  is 
a  corporation,  the  balance  sheet  shall  be  as 
of  the  end  of  its  most  recently  completed 
fiscal  year,  receivables  from  a  parent  or 
affiliate  of  such  general  partner  (including 
notes  receivable,  but  excluding  trade 
receivables)  should  be  deductions  from 
shareholders  equity  of  the  general  partner; 
where  a  parent  or  affiliate  has  committed  to 
increase  or  maintain  the  general  partner’s 
capital,  there  shall  also  be  filed  the  balance 
sheet  of  such  parent  or  affiliate  as  of  the  end 
of  its  most  recently  completed  fiscal  year,  (2) 
if  such  general  partner  is  a  partnership,  its 
balance  sheet  as  of  the  end  of  its  most 
recently  completed  fiscal  year,  (3)  if  such 
general  partner  is  a  natural  person,  the  net 
worth  of  such  general  partnerfs)  based  on  the 
estimated  fair  market  value  of  their  assets 
and  liabilities,  singly  or  in  the  aggregate  shall 
be  disclosed  in  the  offering  circular,  and 
balance  sheets  of  each  of  the  individual 
general  partners  supporting  such  net  worth 
shall  be  provided  as  supplemental 
information. 

(1)  Balance  Sheet 

As  of  a  date  within  90  days  prior  to  filing 
the  offering  statement  or  such  longer  time, 
not  exceeding  6  months,  as  the  Commission 
may  permit  at  the  written  request  of  the 
issuer  upon  a  showing  of  good  cause;  for 
filings  made  after  90  days  subsequent  to  the 
issuer’s  most  recent  Hscal  year,  the  balance 
sheet  shall  be  dated  as  of  the  end  of  the  most 
recent  fiscal  year. 

(2)  Statements  of  Income.  Cash  Flows,  and 
Other  Stockholders  Equity 

For  each  of  the  2  fiscal  years  preceding  the 
date  of  the  most  recent  balance  sheet  being 
filed,  and  for  any  interim  period  between  the 
end  of  the  most  recent  of  such  fiscal  years 
and  the  date  of  the  most  recent  balance  sheet 
being  filed,  or  for  the  period  of  the  issuer’s 
existence  if  less  than  the  period  above. 

Income  statements  shall  be  accompanied 
by  a  statement  that  in  the  opinion  of 
management  all  adjustments  necessary  for  a 
fair  statement  of  results  for  the  interim  period 
have  been  included.  If  all  such  adjustments 
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are  of  a  normal  recurring  nature,  a  statement 
to  that  effect  shall  be  made.  If  otherwise, 
there  shall  be  furnished  as  supplemental 
information  and  not  as  part  of  the  offering 
statement  a  letter  desc^ing  in  detail  the 
nature  and  amount  of  any  adjustments  other 
than  normal  recurring  adjustments  entering 
into  the  determination  of  results  shown. 

(3)  Financial  Statements  of  Businesses 
Acquired  or  To  Be  Acquired 

(a)  Financial  statements  for  the  periods 
specified  in  (c)  below  should  be  furnished  if 
any  of  the  following  conditions  exist: 

(ij  Consummation  of  a  significant  business 
coaibinatioa  accounted  for  as  a  purchase  has 
occurred  or  is  probable  (for  purposes  of  this 
rule,  tbs  term  “purchase"  encompasses  the 
purchase  of  an  interest  in  a  business 
accounted  for  by  the  equity  method);  or 

(ii)  ConsummatioB  of  a  significant  business 
condiination  to  be  accounted  for  as  a  pooling 
is  probable. 

(b)  A  business  combination  shall  be 
considered  significant  if  a  comparison  of  the 
most  recent  annual  ffnancial  statements  of 
the  business  acquired  or  to  be  acquired  and 
the  registrant’s  most  recent  annual 
consolidated  ffnancial  statements  filed  at  or 
prior  to  the  date  of  acquisition  indicates  that 
the  business  would  be  a  significant 
subsidiary  pursuant  to  the  conditions 
specified  in  Rule  405  of  Regulation  C.  17  CFR 
230.405. 

(cKO  The  financial  statements  shall  be 
furnished  for  die  periods  up  to  die  date  of 
acquisition,  for  those  periods  for  which  die 
registrant  is  required  to  furnish  financial 
statements. 

(ii)  These  financial  statements  need  not  be 
audited. 

(iii)  The  separate  balance  sheet  of  the 
acquHPed  business  is  not  required  when  the 
registrant's  most  recent  balance  sheet  filed  is 
for  a  date  after  the  acquisition  was 
consummated. 

(iv)  If  none  of  the  conditions  in  the 
definitions  of  significant  subsidiary  in  rule 
405  exceeds  20%,  income  statements  of  the 
acquired  business  for  only  die  most  recent 
fiscal  year  and  any  interim  period  need  be 
filed. 

(d)  If  consummation  of  more  than  one 
transaction  has  occurred  or  is  probable,  the 
tests  of  significance  shall  be  made  using  the 
aggregate  impact  of  the  businesses  and  the 
requi^  financial  statements  may  be 
presented  on  a  combined  basis,  if 
appropriate. 

(e)  This  paragraph  (3)  shall  not  apply  to  a 
business  which  is  totally  held  by  the 
registrant  prior  to  consummation  of  the 
transaction. 

(4)  Forma  Financial  Information 

(a)  Pro  forma  information  shall  be 

furnished  if  any  of  die  following  conditions 
exist  (for  purposes  of  this  rale,  the  term 
purchase  encompasses  the  purchase  of  an 
interest  in  a  business  accounted  for  by  the 
equity  method); 

(i)  During  the  most  recent  fiscal  year  or 
subsequent  interim  period  for  whi^  a 
badance  sheet  of  the  registrant  is  required,  a 
significant  business  ctx^ination  accounted 
for  as  a  purchase  has  occurred; 

(ii)  After  the  date  of  the  registrant's  most 
recent  balance  sheet,  conaummation  of  a 


significant  business  combination  to  be 
accounted  for  by  either  the  purchase  method 
or  pooling  of  intoests  method  of  accoundag 
has  occurred  or  is  probable. 

(b)  The  provisions  of  paragraph  (3)(b),  (d) 
and  (e)  apply  to  this  paragraph  (4). 

(c)  Pro  forma  statemmits  shall  ordinarily  be 
in  cdumnar  form  showing  condensed 
histcuical  statements,  pro  forma  adjustments, 
and  the  pro  forma  results  and  should  include 
the  following; 

(i)  If  the  transacdon  was  consummated 
during  the  most  recent  fiscal  year  or  in  the 
subsequent  interim  period,  pro  forma 
statements  of  income  reflecting  the  combined 
operations  of  the  entities  for  the  latest  fiscal 
year  and  interim  period,  if  any,  or 

(ii)  If  consummation  of  die  transaction  has 
occiured  or  is  probable  after  the  date  of  the 
most  recent  balance  sheet,  a  pro  forma 
balance  sheet  giving  effect  to  the 
combination  as  of  the  date  of  the  most  recent 
balance  sheet  required  by  paragraph  (b).  For 
a  purchase,  pro  forma  statements  of  income 
reflecting  the  combined  operations  of  the 
entities  for  the  latest  fiscal  year  and  interim 
period,  if  any.  and  for  a  pooling  of  interests, 
pro  forma  statements  of  income  for  all 
periods  for  which  income  statements  of  the 
registrant  are  required. 

Part  in — Exhibits 
Item  1  Index  to  Exhibits 

(a)  An  index  to  the  exhibits  filed  should  be 
presented  immediately  following  the  cover 
page  to  part  lU. 

(b)  Each  exhibit  should  be  listed  in  the 
exhibit  index  according  to  the  number 
assigned  to  it  under  Item  Z  below. 

(c)  The  index  to  exhibits  should  identify 
the  location  of  the  exhibit  under  the 
sequential  page  numbering  system  for  this 
Form  1-A. 

(d)  Where  exhibits  are  incorporated  by 
reference,  the  reference  shall  be  made  in  the 
index  of  exhibits. 

htstractions 

1.  Any  document  or  part  thereof  filed  with 
the  Commission  pursuant  to  any  Act 
administered  by  the  Commission  may, 
subject  to  the  limitations  of  rule  24  of  the 
Commission's  Rules  of  Practice,  be 
incorporated  by  reference  as  an  exhibit  to 
may  offering  statement 

2.  If  any  modification  has  occurred  in  the 
text  of  any  document  incorporated  by 
reference  since  the  filing  thereof,  the  issuer 
shall  file  with  the  reference  a  statement 
containing  the  text  of  such  modification  and 
the  date  thereof. 

X  E*rocedurally.  the  techniques  specified  in 
rule  411(d)  of  Regulation  C  shall  be  followed. 

Item  2  Description  of  Exhibits 

As  appropriate,  the  following  documents 
should  be  filed  as  exhibits  to  the  offering 
statement. 

(1)  Underwriting  Agreement — Bach 
underwriting  contract  or  agreement  with  a 
principal  underwriter  or  letter  pursuant  to 
which  the  securities  are  to  be  distributed; 
where  the  terms  have  yet  to  be  finalized, 
proposed  formats  may  be  provided 

(2)  Charter  aad  by-laws — ^The  charter  and 
by-laws  of  the  issuer  ormstnunents 


corresponding  thmeto  as  presently  in  effect 
and  any  amendments  thereto. 

(3)  Instruments  defining  the  rights  of 
security  holders — (a)  All  instruments  defining 
the  rights  of  any  holder  of  the  issuer's 
securities,  including  but  not  limited  to  (i) 
holders  of  equity  or  debt  securities  being 
issued;  (ii)  holders  of  long-term  debt  of  the 
issuer,  and  of  all  subsidiaries  for  which 
consolidated  or  unconsolidated  financial 
statements  are  required  to  be  filed. 

(b)  The  following  instruments  need  not  be 
filed  if  the  issuer  agrees  to  provide  them  to 
the  Commission  upon  request;  (i)  Instruments 
defining  the  rights  of  holders  of  long-term 
debt  of  the  issuer  and  all  of  its  subsidiaries 
for  which  consolidated  financial  statements 
are  required  to  be  filed  if  such  debt  is  not 
being  issued  pursuant  to  this  regulation  A 
offering  and  the  total  amount  of  such 
authorized  issuance  does  not  exceed  5%  of 
the  total  assets  of  the  issuer  and  its 
subsidiaries  on  a  consoHdated  basis;  (ii)  any 
instrument  with  respect  to  a  class  of 
securities  which  is  to  be  retired  or  redeemed 
prior  to  the  issuance  or  upon  delivery  of  the 
securities  being  issued  pursuant  to  this 
regulation  A  offering  and  appropriate  steps 
have  been  taken  to  assure  such  retirement  or 
redemption;  and  (iii)  copies  of  instruments 
evidencing  scrip  certificates  or  fractions  of 
shares. 

(4)  Subscription  agreement— The  form  of 
any  subscription  agreement  to  be  used  in 
connection  with  the  purchase  of  securities  in 
this  offering. 

(5)  Voting  trust  agreement — Any  voting 
trust  agreements  and  amendments  thereto. 

[B]  Material  contracts — (a)  Every  contract 
not  made  in  the  ordinary  course  of  business 
which  is  material  to  the  issuer  and  is  to  be 
performed  in  whole  or  in  part  at  or  after  the 
filing  of  the  offering  statement  or  was  entered 
into  not  more  than  Z  years  before  such  filing. 
Only  contracts  need  be  filed  as  to  which  the 
issuer  or  subsidiary  of  the  issuer  is  a  party  or 
has  succeeded  to  a  party  by  assumption  or 
assignment  or  in  which  the  issuer  or  such 
subsidiary  has  a  beneficial  interest. 

(b)  If  the  contract  is  such  as  ordinarily 
accompanies  the  kind  of  business  conducted 
by  the  issuer  and  its  subsidiaries,  it  is  made 
in  the  ordinary  course  of  business  and  need 
not  be  filed  u^ess  it  falls  within  one  or  more 
of  the  following  categories,  in  which  case  it 
should  be  filed  except  where  immaterial  in 
amount  or  significance:  (i)  Any  contract  to 
which  directors,  officers,  promoters,  voting 
trustees,  security  holders  named  in  the 
offering  statement,  or  underwriters  are 
parties  except  where  the  contract  merely 
involves  the  purchase  or  sale  of  current 
assets  having  a  determinable  market  price,  at 
such  market  price;  (ii)  any  contract  upon 
which  the  issuer's  txisiness  is  substantially 
dependent,  as  in  the  case  of  continuing 
contracts  to  sell  the  major  part  of  the  issuer's 
products  or  services  or  to  purchase  the  major 
part  ol  the  issuer's  requirements  of  goods, 
services  or  raw  materials  or  any  franidiise  or 
license  or  other  agreement  to  use  a  patent, 
formula,  trade  secret,  i^ocess  or  trade  name 
upon  which  the  issuer's  business  depends  to 
a  material  extent:  (iii)  any  contract  calling  for 
the  acqmsition  or  sale  of  any  property,  (^nt 
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or  equipment  for  a  consideration  exceeding 
15%  of  such  5xed  assets  of  the  issuer  on  a 
consolidated  basis;  or  (iv)  any  material  lease 
under  which  a  part  of  the  property  described 
in  the  offering  statement  is  held  by  the  issuer. 

(c)  Any  management  contract  or  any 
compensatory  plan,  contract  or  arrangement 
including  but  not  Hmited  to  plans  relating  to 
options,  warrants  or  rights,  pension, 
retirement  or  deferred  compensation  or 
bonus,  incentive  or  proht  sharing  (or  if  not  set 
forth  in  any  formal  document  a  written 
description  thereof)  shall  be  deemed  material 
and  shall  be  filed  except  for  the  following:  (i) 
Ordinary  purchase  and  sales  agency 
agreements;  (ii)  agreements  with  managers  of 
stores  in  a  chain  organization  or  similar 
organization;  (iii)  contracts  providing  for 
labor  or  salesmen’s  bonuses  or  payments  to  a 
class  of  security  holders,  as  suc^  (iv)  any 
compensatory  plan,  contract  or  arrangement 
whi^  pursuant  to  its  terms  is  available  to 
employees  generally  and  which  in  operation 
provides  for  the  same  method  of  allocation  of 
benefits  between  management  and  non¬ 
management  participants. 

(7)  Material  foreign  patents — Each  material 
foreign  patent  for  an  invention  not  covered 
by  a  United  States  patent.  If  a  substantial 
part  of  the  securities  to  be  offered  or  if  the 
proceeds  therefrom  have  been  or  are  to  be 
used  for  the  particular  purposes  of  acquiring, 
developing  or  exploitii^  one  or  more  material 
foreign  patents  or  patent  rights,  furnish  a  list 
showing  the  number  and  a  brief  identification 
of  each  such  patent  or  patent  right 

(8)  Plan  of  acquisition,  reorganization, 
arrangement,  liquidation,  or  succession — 
Any  material  plan  of  acquisition,  disposition, 
reorganization,  readjustment  succession, 
liquidation  or  arrangement  and  any 
amendments  thereto  described  in  the  offering 
statement.  Schedules  (or  similar  attachments) 
to  these  exhibits  shall  not  be  Hied  unless 
such  schedules  contain  information  which  is 
material  to  an  investment  decision  and  which 
is  not  otherwise  disclosed  in  the  agreement 
or  the  offering  statement.  The  plan  filed  shall 
contain  a  list  briefly  identifying  the  contents 
of  all  omitted  schedules,  together  with  an 
agreement  to  furnish  supplementally  a  copy 
of  any  omitted  schedule  to  the  Commission 
upon  request 

(9)  Escrow  agreements — Any  escrow 
agreement  or  similar  arrangement  which  has 
been  executed  in  connection  with  the 
Regulation  A  offering. 

(10)  Consents — (a)  Experts:  The  written 
consent  of  (i)  any  accountant,  engineer, 
geologist,  appraiser  or  any  person  whose 
profession  gives  authority  to  a  statement 
made  by  them  and  who  is  named  in  the 
offering  statement  as  having  prepared  or 
certifi^  any  part  of  the  document  or  is 
named  as  having  prepared  or  certified  a 
report  or  evaluation  whether  or  not  for  use  in 
connection  with  the  offering  statement;  (ii) 
the  expert  that  authored  any  portion  of  a 
report  quoted  or  sununarized  as  such  in  the 
offering  statement,  expressly  stating  their 
consent  to  the  use  of  such  quotation  or 
summary;  (iii)  any  persons  who  are 
referenced  as  having  reviewed  or  passed 
upon  any  information  in  the  offering 
statement,  and  that  such  information  is  being 
included  on  the  basis  of  their  authority  or  in 
reliance  upon  their  status  as  experts. 


(b)  Underwriters:  A  written  consent  and 
certification  in  the  form  which  follows  signed 
by  each  underwriter  of  the  securities 
proposed  to  be  offered.  All  underwriters  may, 
with  appropriate  modifications,  sign  the  same 
consent  and  certification  or  separate 
consents  and  certifications  may  be  signed  by 
any  underwriter  or  group  of  underwriters. 
Consent  and  Certification  by  Underwriter 

1.  The  undersigned  hereby  consents  to 
being  named  as  underwriter  in  an  offering 
statement  filed  with  the  Securities  and 
Exdiange  Commission  by  (insert  name  of 
issuer)  pursuant  to  regulation  A  in  connection 
with  a  proposed  offering  of  (insert  title  of 
securities)  to  the  public. 

2.  The  undersigned  hereby  certifies  that  it 
furnished  the  statements  and  information  set 
forth  in  the  offering  statement  with  respect  to 
the  undersigned,  its  directors  and  officers  or 
partners,  that  such  statements  and 
information  are  accurate,  complete  and  fully 
responsive  to  the  requirements  of  Parts  1, 11 
and  III  of  the  Offering  Statement  thereto,  and 
do  not  omit  any  information  required  to  be 
stated  therein  with  respect  of  any  such 
persons,  or  necessary  to  make  the  statements 
and  information  therein  with  respect  to  any 
of  them  not  misleading. 

3.  If  Preliminary  Offering  Circulars  are 
distributed,  the  undersigned  hereby 
imdertakes  to  keep  an  accurate  and  complete 
record  of  die  name  and  address  of  each 
person  furnished  a  Preliminary  Offering 
Circular  and,  if  such  Preliminary  Offering 
Circular  is  inaccurate  or  inadequate  in  any 
material  respect  to  furnish  a  revised 
Preliminary  Offering  Circular  or  a  Final 
Offering  Circtilar  to  all  persons  to  whom  the 
securities  are  to  be  sold  at  least  48  hours 
prior  to  the  mailing  of  any  confirmation  of 
sale  to  such  persons,  or  to  send  such  a 
circular  to  such  persons  under  circumstances 
that  it  would  normally  be  received  by  them 
48  hours  prior  to  their  receipt  of  confirmation 
of  the  sale. 


gJnderwriter) 

Date _ / _ / _ 

(d)  All  written  consents  shall  be  dated  and 
manually  signed. 

(11)  Cpinion  re  legality— Pm  opinion  of 
counsel  as  to  the  legality  of  the  securities 
covered  by  the  Offering  Statement,  indicating 
whether  they  will  when  sold,  be  legally 
issued,  fully  paid  and  non-assessable,  and  if 
debt  securities,  whether  they  will  be  binding 
obligations  of  ^e  issuer. 

(12)  Sales  Material — ^Any  material  required 
to  be  filed  by  virtue  of  rule  256. 

(13)  ‘Test  the  Water"  Material— Pmy 
material  published  under  the  authorization  of 
rule  254. 

(14)  Additional  exhibits — ^Any  additional 
exhibits  which  the  issuer  may  wish  to  file, 
which  shall  be  so  mariied  as  to  indicate 
clearly  the  subject  matters  to  which  they 
refer. 

Signatures 

The  issuer  has  duly  caused  this  offering 
statement  to  be  signed  on  its  behalf  by  die 
undersigned,  thereunto  duly  authorized,  in 

the  City  of _ _  State  of _ _  on 

_ ,19 _ 


(Issuer)  - 

By  (Signature  and  Title) - 

This  offering  statement  has  been  signed  by 
the  following  persons  in  the  capacities  and  on 
the  dates  indicated. 

(Signature)  - 

(Title) - 

(Selling  security  holder) - 

(Date) - 

Instructions 

1.  The  offering  statement  shall  be  signed  by 
the  issuer,  its  Chief  Executive  Officer,  Chief 
Financial  Officer,  a  majority  of  the  members 
of  its  board  of  directors  or  other  governing 
instrumentality,  and  each  person,  other  than 
the  issuer,  for  whose  account  any  of  the 
securities  are  to  be  offered.  If  a  signature  is 
by  a  person  on  behalf  of  any  other  person, 
evidence  of  authority  to  sign  shall  he  filed 
with  the  offering  statement  except  where  an 
executive  officer  signs  on  behalf  of  the  issuer. 
Where  the  issuer  is  a  limited  partnership,  the 
offering  statement  shall  also  be  signed  by  a 
majority  of  the  board  of  directors  of  any 
corporate  general  partner. 

2.  Hie  name  of  each  person  signing  the 
offering  statement  shall  be  typed  or  printed 
beneath  the  signature. 

Securities  and  Exchange  Commission 

Form2-A 

Report  of  Sales  and  Uses  of  Proceeds 
Pursuant  to  Rule  257  of  Regulation  A 

File  No.  24- _ _ 

For  period  ending _ / _ / _ 

Indicate  whether  the  report  is  an 
initial  report  [  ) 
amendment  (  ] 
or  final  report  [  ] 

If  the  report  is  an  amendment,  indicate  the 
number  of  such  amendment.  / — / — / 

General  Instructions 

The  report  shall  be  filed  in  accordance  with 
the  provisions  of  rule  257  of  regulation  A. 

Answer  each  item  in  the  box(es)  or  spaces 
provided.  If  additional  space  is  required  for 
any  response,  continue  the  response  on  an 
attached  sheet. 

If  the  issuer  is  required  to  file  any  report(s) 
on  this  form  subsequent  to  its  initi^  filing, 
each  subsequent  filing  shall  be  deemed  to  be 
an  amendment  to  the  initial  filing.  Do  not 
report  in  any  amendment  responses  to  Items 
3-11  unless  the  information  has  changed. 

No  fee  is  required  to  accompany  this  filing. 
Seven  copies  of  the  form  shall  be  filed  with 
the  Commission's  Regional  Office  where  the 
regulation  A  Offering  Statement  was  filed.  At 
least  one  copy  of  the  form  shall  be  manually 
signed;  other  copies  may  bear  typed  or 
printed  signafores. 

1. - 

Exact  name  of  issuer  as  specified  in  its 
charter. 

2.  Date  of  qualification  of  the  offering 
statement: 

/ - / - / - / - / - / - / 

3.  Has  the  offering  commenced?  (  ]  Yes 
I  ]No. 

If  yes.  date  of  commencement:  / _ / - / 

/ - / - /  / - / - / 

If  no.  explain  briefly: 
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4.  Did  the  offering  terminate  before  any 
securities  were  sold?  (  ]  Yes  [  ]  No. 

If  yes,  explain  briefly: 


If  “yes",  do  not  answer  Items  5-11. 

5.  Did  the  offering  terminate  prior  to  the 
sale  of  all  the  securities  qualified  imder 
Regulation  A?  [  ]  Yes  [  ]  No. 

If  yes,  explain  briefly: 


6.  Indicate  the  total  number  of  shares  or 
other  units  offered  and  sold  to  date: 

_ (issuer's  account) _ (selling 

securityholders) 

Indicate  the  number  of  shares  or  other 
units  still  being  o^ered: 

_ (issuer’s  account) _ (selling 

securityholders) 

7.  Total  amount  of  dollars  received  from 

the  public  to  date.  $ _ 

Total  amount  allocable  to  selling 
securityholders:  $ _ 


Underwriting  discount  or  commis¬ 
sion  allowed.....'. .  $ 

Underwriting  expenses  paid .  $ 

Finders’  Fees .  $ 

Other  expenses  paid  to  date  by  or 
for  issuer: 

Legal  (including  organization)...  $ 

Accounting .  $ 

Engineering .  $ 

Printing  and  Advertising .  $ 

Other  (specify) .  $ 

.  $ 

.  $ 

.  $ 

Total  costs  and  expenses .  $ 

Total  net  proceeds  remaining .  $ 

8.  Uses  of  net  proceeds  to  date. 
Instructions: 


1.  Do  not  include  any  amount  in  “working 
capital"  to  which  a  more  speciHc  category 
is  applicable. 

2.  Round  all  amounts  to  the  nearest  dollar. 

3.  Specify  under  “other  purposes"  any  pur¬ 
pose  for  which  at  least  5%  of  the  issuer’s 
proceeds  or  $50,000,  whichever  is  less,  has 


been  used. 

Salaries  and  fees .  $ 

Construction  of  plant,  build¬ 
ing  and  facilities .  $ 

Purchases  and  installation  of 

machinery  and  equipment .  $ 

Purchase  of  real  estate .  $ 

Acquisition  of  other 

business(es) .  $ 

Repayment  of  indebtedness .  $ 

Working  capital .  $ 

Development  expense  (prod¬ 
uct  development,  research, 

patent  costs,  etc.) .  $ 

Temporary  investment  (speci¬ 
fy) .  $ 

.  $ 

.  $ 

. .  $ 


Other  purposes  (specify) 

.  $ 

.  $ 

.  $ 

.  $ 

.  $ 

.  $ 

.  $ 

.  $ 


9.  Do  the  use(s)  of  proceeds  in  Item  8 
represent  a  material  change  in  the  use(s)  of 
proceeds  described  in  the  offering  circular? 
(  )  Yes  [  J  No. 

If  yes,  explain  briefly: 


10.  State  the  number  of  shares  held  by  each 
promoter,  director,  officer  or  controlling 
person  of  the  issuer,  if  different  from  the 
amount  stated  in  the  offering  circular. 


11.  List  the  names  and  addresses  of  all 
brokers  and  dealers  who  have,  to  the 
knowledge  of  the  issuer  or  underwriters, 
participated  in  the  distribution  of  the 
securities  during  the  period  covered  by  this 
report. 


Signature 

Pursuant  to  the  requirements  of  rule  257 

and  regulation  A, _ has  caused  this  report 

to  be  signed  on  its  behalf  by  the  undersigned 
thereunto  duly  authorized. 


Issuer 


Date 

By  - 

Signature 

Instruction 

The  report  shall  be  signed  by  an  executive 
officer,  general  partner  or  counsel  of  the 
issuer  or  by  any  other  duly  authorized 
person.  The  name  and  any  title  of  the  person 
who  signs  the  report  shall  be  typed  or  printed 
beneath  the  signature. 

PART  240— GENERAL  RULES  AND 
REGULATIONS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

21.  The  authority  citation  for  part  240 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  77c.  77d.  77s.  77ttt,  78c. 
78d.  78i.  78j.  787,  78m.  78n.  78o.  78p.  78s,  78w. 
78x,  79q,  79t,  80a-29,  80a-37,  imless  otherwise 
noted. 

§  240.3b-6  [Amended] 

22.  By  amending  §  240.3b-6  paragraph 
(b)(l)(i)  after  the  words  “Securities  Act 
of  1933"  add  the  words  “,  offering 
statement  under  regulation  A”,  and  in 
paragraph  (b)(2)(i)  after  the 


parenthetical  “(§  229.303  of  this 
chapter)’’  add  the  words  “or  regulation 
S-B  (§  228.303  of  this  chapter)"  and  after 
the  words  “rule  3-20(c)"  add  the  words 
“of  regulation  S-X  (§  210.3-20(c)”. 

23.  Section  240.12b-2  is  amended  by 
adding  the  definition  of  “small  business 
issuer”  in  the  appropriate  alphabetical 
order  to  read  as  follows; 

§  240.12b-2  Definitions. 
***** 

Small  business  issuer.  The  term  small 
business  issuer  means  an  entity  that 
meets  the  following  criteria: 

(1)  Had  revenues  of  less  than 
$15,000,000  during  its  last  fiscal  year; 

(2)  Is  not  a  foreign  private  issuer  or  a 
foreign  government: 

(3)  Is  not  an  investment  company;  and 

(4)  Is  not  a  wholly  owned  subsidiary 
of  a  non-small  business  issuer. 
***** 

24.  By  amending  paragraph  (b](5)(ii]  of 
§  240.14a-3  to  add  the  words  “or,  if 
applicable,  a  plan  of  operation  required 
by  Item  303(a)  of  regulation  S-B 

(§  228.303(a)  of  this  chapter)”  after  the 
words  “(§  229.303  of  this  chapter)”  and 
to  add  the  following  Note  after  the 
introductory  text  of  paragraph  (b)  to 
read  as  follows: 

§  240.1 4a-3  Information  to  be  furnished  to 
security  hoiders. 

***** 

(b)  *  *  * 

Note  to  Small  Business  Issuers — A 
small  business  issuer,  defined  under 
rule  12b-2  of  the  Exchange  Act 
(§  240.12b-2),  shall  refer  to  the 
disclosure  items  in  regulation  S-B 
(§  228.10  et  seq.  of  this  chapter)  rather 
than  regulation  S-K  (§  229.10  et  seq.].  If 
there  is  no  comparable  disclosure  item 
in  regulation  S-B,  a  small  business 
issuer  need  not  provide  the  information 
requested.  A  small  business  issuers 
shall  provide  the  information  in  item 
310(a)  of  regulation  S-B  in  lieu  of  the 
financial  information  required  by  rule 
14a-3(b)(l)  (§  240.14a-3(b)(l)). 
***** 

25.  By  adding  Note  F  to  §  240.14a-101 
to  read  as  follows: 

§  240.148-101  Schedule  14A.  Information 
required  in  proxy  statement. 

Notes: 

***** 

F.  Note  to  Small  Business  Issuers — 
Registrants  and  acquirees  that  meet  the 
dehnition  of  “small  business  issuer"  under 
rule  12b-2  of  the  Exchange  Act  (§  240.12b-2) 
shall  refer  to  the  disclosure  items  in 
regulation  S-B  (S  228.10  et  seq.  of  this 
chapter)  and  not  regulation  S-K  (§  229.10  et 
seq.  of  this  chapter).  If  there  is  no  comparable 
disclosure  item  in  regulation  S-B,  small 
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business  issuers  need  not  provide  the 
information  requested.  Small  business  issuers 
shall  provide  the  financial  information  in 
item  310  of  regulation  S-B  in  lieu  of  the 
financial  statements  required  in  schedule 
14A. 

*****  ' 

26.  By  adding  the  following  text  to  the 
end  of  the  introductory  Note  to 

§  240.14C-101  to  read  as  follows; 

§  240.14C-101  Schedule  14C.  information 
required  In  information  statement 
Note.  *  *  *  Registrants  and  acquirees  that 
meet  the  definition  of  “small  business  issuer'* 
under  rule  12b-2  of  the  Exchange  Act 
(§  240.12b-2)  shall  refer  to  the  disclosure 
items  in  regulation  S-B  (§  228.10  etseq.  of 
this  chapter)  and  not  regulation  S-K  (S  229.10 
et  seq.  of  this  chapter).  If  there  is  no 
comparable  disclosure  item  in  regulation  S-B, 
small  business  issuers  need  not  provide  the 
information  requested.  Small  business  issuers 
shall  provide  the  financial  information  in 
Item  310  of  regulation  S-B  in  lieu  of  any 
financial  statements  required  by  Item  1  of 
§  240.14C-101. 

***** 

PART  249->FORMS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

27.  The  authority  for  part  Z49 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  78a,  et  seq.,  unless 
otherwise  noted. 

28.  By  adding  §  249.210b  to  read  as 
follows: 

§  249.210b  Form  10SB,  optional  form  for 
tho  registration  of  securities  of  a  small 
business  issuer. 

A  "small  business  issuer,"  defined  in 
rule  12b-2  {§  240.12b-2  of  this  chapter) 
may  use  Form  lOSB  to  register  a  class  of 
its  securities  under  section  12(b)  or  (g)  of 
the  Exchange  Act. 

Note:  The  text  and  instructions  of  Form 
lOSB  will  not  appear  in  the  Code  of  Federal 
Regulations. 

U.S.  Securities  and  Exchange  Conunission, 
Washington,  DC  20549;  Form  lOSB 
OMB  APPROVAL 

0MB  Number:  xxxx-xxxx.  Expires:  Approval 
Pending 

Estimated  average  burden  hours  per 

response . 1.0 

General  Form  for  Registration  of  Securities 
of  Small  Business  Issuers  Under  Section  12 
(b)  or  (g)  of  the  Securities  Exchange  Act  of 
1934 


(Name  of  Small  Business  Issuer  in  its  charter) 


(State  or  other  jurisdiction  of  incorporation  or 
organization) 


(I.R.S.  Employer  Identification  No.) 


(Address  of  principal  executive  offices) 


(Zip  Code) 


Issuer’s  telephone  number,  (  )  - 
Securities  to  be  registered  under  section 
12(b)  of  the  Act: 

Title  of  each  class  to  be  so  registered 


Name  of  each  exchange  on  whidi  each  class 
is  to  be  registered 


Securities  to  be  registered  under  Section 
12(g)  of  the  Act: 


(Title  of  class) 


(Title  of  class) 

General  Instructions 

A.  Use  of  Form  lOSB 

This  Form  may  be  used  by  a  “small 
business  issuer,”  deflned  in  rule  12b-2 
(§  240.12b-2)  of  the  Securities  Exchange  Act 
of  1934  (the  “Exchange  Act”),  to  register  a 
class  of  securities  under  section  12  (b)  or  (g) 
of  the  Exchange  Act. 

B.  Application  of  General  Rules  and 
Regulations 

The  General  Rules  and  Regulations  under 
the  Exchange  Act  (S  240.0-1  et  seq.), 
particularly  regulation  12B  (§  240.12b-l  et 
seq.)  contain  certain  general  requirements  for 
reports  on  any  form  which  should  be 
carefully  read  and  observed  in  the 
preparation  and  filing  of  reports  on  this  Form. 

C.  Signature  and  Filing  of  Registration 
Statement 

1.  File  three  “complete”  copies  and  five 
“additional”  copies  of  the  registration 
statement  with  the  Commission  and  file  at 
least  one  complete  copy  with  each  exchange 
on  which  the  securities  will  be  registered.  A 
“complete"  copy  includes  financial 
statements,  ei^ibits  and  all  other  papers  and 
documents.  An  “additional”  copy  excludes 
exhibits. 

2.  Manually  sign  at  least  one  copy  of  the 
report  filed  with  the  Commission  and  each 
exchange;  other  copies  should  have  typed  or 
printed  signatures. 

D.  Information  to  be  Incorporated  by 
Reference 

Refer  to  rule  12b-23  (S  240.12b-23  of  this 
chapter)  if  information  will  be  incorporated 
by  reference  from  other  documents  in  answer 
or  partial  answer  to  any  item  of  this  Form. 

Information  Required  in  Registration 
Statement 

Item  1.  Description  of  Business. 

Furnish  the  information  required  by  item 

101  of  regulation  S-B. 

Item  2.  Management’s  Discussion  and 
Analysis  or  Plan  of  Operation. 

Furnish  the  information  required  by  item 
303  of  regulation  S-B. 

Item  3.  Description  of  Property. 

Furnish  the  information  required  by  item 

102  of  regulation  S-B. 

Item  4.  Security  Ownership  of  Certain 
Beneficial  Owners  and  Management. 
Furnish  the  information  required  by  item 
403  of  regulation  S-B. 

Item  5.  Directors,  Executive  Officers, 
Promoters  and  Control  Persons. 


Furnish  the  information  required  by  item 

401  of  regulation  S-B. 

Item  e.  Executive  Compensation. 

Furnish  the  information  required  by  item 

402  of  regulation  S-B. 

Item  7.  Certain  Relationships  and  Related 
Transactions. 

Furnish  the  information  required  by  item 
404  of  regulation  S-B. 

Item  8.  Legal  Proceedings. 

Furnish  the  information  required  by  item 
103  of  regulation  S-B. 

Item  9.  Market  for  Common  Stock  and 
Related  Stockholder  Matters. 

Furnish  the  information  required  by  item 

201  of  regulation  S-B. 

Item  10.  Recent  Sales  of  Unregistered 
Securities. 

Furnish  the  information  required  by  item 

701  of  regulation  S^. 

Item  11.  Description  of  Securities. 

Furnish  the  information  required  by  item 

202  of  regulation  S-B. 

Item  12.  Indemnification  of  Directors  and 
Officers. 

Furnish  the  information  required  by  item 

702  of  regulation  S-B. 

Item  13.  Financial  Statements. 

Furnish  the  information  required  by  item 
310  of  regulation  S-B. 

Item  14.  Changes  In  and  Disagreements  With 
Accountants  on  Accounting  and 
Financial  Disclosure. 

Furnish  the  information  required  by  item 
304  of  regulation  S-B. 

Item  15.  Financial  Statements  and  Exhibits. 

(a)  List  separately  all  financial  statements 
filed  as  part  of  the  registration  statement. 

(b)  Furnish  the  exhibits  required  by  item 
601  of  regulation  S-B. 

Signatures 

In  accordance  with  section  12  of  the 
Securities  Exchange  Act  of  1934,  the 
registrant  caused  this  registration  statement 
to  be  signed  on  its  behalf  by  the  undersigned, 
thereunto  duly  authorized. 


(Registrant) 

Date  - — - 

By  - - - 

(Signature)* 

*  Print  the  name  and  title  of  each  signing 
officer  under  his  or  her  signature. 

29.  By  adding  §  249.310b  to  read  as 
follows: 

§  249.310b  Form  10-KSB,  optional  form 
for  annual  and  transition  reports  of  small 
business  Issuers  under  sections  13  or  15(d) 
of  the  Securities  Exchange  Act  of  1934  (the 
“Exchange  Act"). 

A  small  business  issuer  defined  in 
rule  12b-2  of  the  Exchange  Act 
(§  240.12b-2  of  this  chapter),  may  use 
this  form  for  its  annual  and  transitional 
reports  under  section  13  or  15(d)  of  the 
Exchange  Act.  Annual  reports  on  this 
form  shall  be  filed  within  90  days  after 
the  end  of  the  fiscal  year  covered  by  the 
report  and  transition  reports  shall  be 
filed  after  an  issuer  changes  its  fiscal 
year  end  in  accordance  with  rule  13a-10 
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or  rule  15d-10  (§§  240.13a-10  nr 
10  of  this  chapter). 

Note:  The  text  and  instructions  of  Form  10- 
KSB  will  not  appear  in  the  Code  of  Federal 
Regulations. 

U.S.  Securities  and  Exchange  Commission, 
Washington,  DC  20549;  Form  10-KSB 
OMB  Approval 

OMB  Number:  xxxx-xxxx.  Expires:  Approval 
Pending 

Estimated  average  burden  hours  per 

response . 1.0 

(Mark  One] 

[  ]  Annual  Report  under  Section  13  or  15(d] 
of  the  Securities  Exchange  Act  of  1934 
(Fee  Required] 

For  the  fiscal  year  ended _ 

[  ]  Transition  Report  under  Section  13  or 
15(d)  of  the  Securities  Exchange  Act  of 
1934  [No  Fee  Required] 

For  the  transition  period  from _ to 

Commission  file  number _ 

(Name  of  small  business  issuer  in  its  charter) 

(State  or  other  jurisdiction  of  incorporation  or 
organization) 

(I.R.S.  Employer  Identification  No.) 

(Address  of  principal  executive  offices) 

(Zip  Code) 

Issuer’s  telephone  number  (  ). 

Securities  registered  under  Section  12(b)  of 
the  Exchange  Act: 

Title  of  each  class 

Name  of  each  exchange  on  which  registered 


Securities  registered  under  Section  12(g)  of 
the  Exchange  Act; 

(Title  of  class) 

(Title  of  class) 

Check  whether  the  issuer  (1)  filed  all 
reports  required  to  be  filed  by  section  13  or 
15(d)  of  the  Exchange  Act  during  the  past  12 
months  (or  for  such  shorter  period  that  the 
registrant  was  required  to  file  such  reports), 
and  (2)  has  been  subject  to  such  filing 

requirements  for  the  past  90  days.  Yes _ 

No _ 

Check  if  there  is  no  disclosure  of 
delinquent  filers  in  response  to  Item  405  or 
regulation  S-B  is  not  contained  in  this  form, 
and  no  disclosure  will  be  contained,  to  the 
best  of  registrant's  knowledge,  in  deHnitive 
proxy  or  information  statements  incorporated 
by  reference  in  Part  III  of  this  Form  10-KSB 
or  any  amendment  to  this  Form  10-KSB.  [  ] 

State  issuer's  revenues  for  its  most  recent 
fiscal  year _ _ 

State  the  aggregate  market  value  of  the 
voting  stock  held  by  non-affiliates  computed 
by  reference  to  the  price  at  which  the  stock 
was  sold,  or  the  average  bid  and  asked  prices 
of  such  stock,  as  of  a  specified  date  within 
the  past  60  days.  (See  definition  of  affiliate  in 
rule  12b-2  of  the  Exchange  Act.) 


Note:  If  determining  whether  a  person  is  an 
affiliate  will  involve  an  unreasonable  effort 
and  expense,  the  issuer  may  calculate  the 
aggregate  market  value  of  the  common  stock 
held  by  non-affiliates  on  the  basis  of 
reasonable  assumptions,  if  the  assumptions 
are  stated. 

(Issuers  Involved  in  Bankruptcy  Proceedings 
During  the  Past  Five  Years) 

Check  whether  the  issuer  has  filed  all 
documents  and  reports  required  to  be  filed  by 
section  12, 13  or  15(d)  of  the  Exchange  Act 
after  the  distribution  of  securities  under  a 

plan  confirmed  by  a  court.  Yes _ No _ 

(Applicable  Only  to  Corporate  Registrants) 

State  the  number  of  shares  outstanding  of 
each  of  the  issuer's  classes  of  common  stock, 

as  of  the  latest  practicable  date _ 

Documents  Incorporated  by  Reference 

If  the  following  documents  are 
incorporated  by  reference,  briefly  describe 
them  and  identify  the  part  of  the  Form  10- 
KSB  (e.g.,  part  I,  part  II,  etc.)  into  which  the 
document  is  incorporated;  (1)  Any  annual 
report  to  security  holders;  (2)  any  proxy  or 
information  statement;  and  (3)  any 
prospectus  filed  pursuant  to  rule  424  (b)  or  (c) 
of  the  Securities  Act  of  1933  (“Securities 
Act”).  The  listed  documents  should  be  clearly 
described  for  identification  purposes  (e.g., 
annual  report  to  security  holders  for  fiscal 
year  ended  December  24, 1990). 

General  Instructions 

A.  Use  of  Form  10-KSB 

This  Form  may  be  used  by  a“8mall 
business  issuer,”  defined  in  rule  12b-2  of  the 
Exchange  Act,  for  its  annual  and  transitional 
reports  under  section  13  or  15(d)  of  that  Act. 
Annual  reports  on  this  form  shall  be  filed 
within  90  days  after  the  end  of  the  fiscal  year 
covered  by  the  report.  Transition  reports 
shall  be  filed  within  the  time  period  specified 
in  rules  13a-10  or  15d-10  of  the  Exchange  Act 
(§§  240.13a-10  or  240.15d-10  of  this  chapter). 

B.  Application  of  General  Rules  and 
Regulations 

The  General  Rules  and  Regulations  under 
the  Exchange  Act  (§  240.0-1  et  seq.), 
particularly  regulation  12B  (§  240.12b-l  et 
seq.)  contain  certain  general  requirements  for 
reports  on  any  form  which  should  be 
carefully  read  and  observed  in  the 
preparation  and  filing  of  reports  on  this  Form. 

C.  Signature  and  Filing  of  Report 

1.  File  three  “complete”  copies  and  five 
“additional"  copies  of  the  registration 
statement  with  the  Commission  and  file  at 
least  one  complete  copy  with  each  exchange 
on  which  the  securities  will  be  registered.  A 
“complete”  copy  includes  financial 
statements,  exhibits  and  all  other  papers  and 
documents.  An  “additional”  copy  excludes 
exhibits.  One  of  the  copies  filed  with  the 
Commission  and  each  exchange  should  be 
manually  signed;  ail  other  copies  should  have 
typed  or  printed  signatures. 

2.  Who  must  sign:  the  small  business 
issuer,  its  principal  executive  officer  or 
officers,  its  principal  financial  officer,  its 
controller  or  principal  accounting  officer  and 
at  least  the  majority  of  the  board  of  directors 
or  persons  performing  similar  functions.  If  the 


issuer  is  a  limited  partnership  then  the 
general  partner  and  a  majority  of  its  board  of 
directors  if  a  corporation.  Any  person  who 
occupies  more  than  one  of  the  specified 
positions  shall  indicate  each  capacity  in 
which  he  signs  the  report.  See  rule  12b-ll 
concerning  manual  signatures  under  powers 
of  attorney. 

D.  Information  as  to  Employee  Stock 
Purchase,  Savings  and  Similar  Plans 

Separate  annual  and  other  reports  need  not 
be  filed  under  section  15(d)  of  the  Exchange 
Act  for  any  employee  stock  purchase,  savings 
or  similar  plan  if  the  issuer  of  the  securities 
offered  under  the  plan  furnishes  to  the 
Commission  the  information  and  documents 
specified  in  the  rule  15d-21  of  the  Exchange 
Act. 

E.  Information  to  be  Incorporated  by 
Reference 

1.  Refer  to  rule  12b-23  (§  240.12b-23  of  this 
chapter)  if  information  will  be  incorporated 
by  reference  from  other  documents  in  answer 
or  partial  answer  to  any  item  of  this  Form. 

2.  The  Information  called  for  in  parts  I  and 
II  of  this  Form,  Items  1-9,  may  be 
incorporated  by  reference  from: 

(a)  the  registrant's  annual  report  to  security 
holders  furnished  to  the  Commission  under 
rule  14a-3(b)  or  rule  14c-3(a)  of  the  Exchange 
Act  (§§  240.14a-3(b),  240.14c-3(a)  of  this 
chapter);  or 

(b)  the  registrant's  annual  report  to 
shareholders  if  it  contains  the  information 
required  by  rule  14a-3  (§  240.14-3  of  this 
chapter). 

3.  The  information  required  by  part  III  may 
be  incorporated  by  reference  from  the 
registrant's  definitive  proxy  statement  (filed 
or  to  be  filed  in  accordance  with  §  240.14a- 
101,  schedule  14A)  or  definitive  information 
statement  (filed  or  to  be  filed  pursuant  to 

§  240.14C-101,  schedule  14C)  which  involves 
the  election  of  directors,  if  such  definitive 
proxy  or  information  statement  is  filed  with 
the  Commission  not  later  than  120  days  after 
the  end  of  the  fiscal  year  covered  by  this 
Form.  If  the  definitive  proxy  or  information 
statement  is  not  filed  within  the  120-day 
period,  the  information  called  for  in  part  III 
information  must  be  filed  as  part  of  the  Form 
10-KSB,  or  as  an  amendment  to  the  Form  10- 
KSB  under  cover  of  Form  8  (§  249.460  of  this 
chapter),  not  later  than  the  end  of  the  120-day 
period. 

4.  No  item  numbers  of  captions  or  items 
need  be  contained  in  the  material 
incorporated  by  reference  into  the  report. 
However,  the  registrant's  attention  is  directed 
to  rule  12b-23(b)  of  the  Exchange  Act 

(§  240.12b-23(b))  regarding  the  specific 
disclosure  required  in  the  report  concerning 
information  incorporated  by  reference.  When 
the  registrant  combines  all  of  the  information 
in  parts  I  and  II  of  this  Form  by  incorporation 
by  reference  from  the  registrant’s  annual 
report  to  security  holders  and  all  of  the 
information  in  part  III  of  this  Fonn  by 
incorporating  by  reference  from  a  definitive 
proxy  statement  or  information  statement 
involving  the  election  of  directors,  then  this 
Form  shall  consist  of  the  facing  or  cover  page, 
those  sections  incorporated  from  the  annual 
report  to  security  holders,  the  proxy  or 
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information  statement,  and  the  information,  if 
any,  required  by  part  IV  of  this  Form, 
signatures  and  a  cross-reference  sheet  setting 
forth  the  item  numbers  and  captions  in  parts 
1,  II  and  III  of  this  Form  and  page  and/or 
pages  in  the  referenced  materials  where  the 
corresponding  information  appears. 

F,  Integrated  Reports  to  Security  Holders 

Annual  reports  to  security  holders  may  be 
combined  with  the  required  information  of 
this  Form  and  will  be  suitable  for  filing  with 
the  Commission  if  the  following  conditions 
are  satisfied: 

1.  The  combined  report  contains  complete 
answers  to  all  items  required  by  Form  10- 
KSB.  When  responses  to  a  certain  item  of 
required  disclosure  are  separated  within  the 
combined  report,  an  appropriate  cross- 
reference  should  be  made.  If  the  information 
required  by  part  III  of  Form  10-KSB  is 
omitted  by  virtue  of  General  Instruction  E,  a 
definitive  proxy  or  information  statement 
shall  be  Hied. 

2.  The  cover  page  and  required  signatures 
are  included.  A  cross-reference  sheet  should 
be  filed  indicating  the  location  of  information 
required  by  items  of  the  Form. 

G.  Omission  of  Information  by  Certain 
Wholly-Owned  Subsidiaries 

If.  on  the  date  of  the  filing  of  its  report  on 
Form  lO-KSB,  the  registrant  meets  the 
conditions  specified  in  paragraph  (1)  below, 
then  it  may  furnish  the  abbreviated  narrative 
disclosure  specified  in  paragraph  (2)  below. 

1.  Conditions  for  availability  of  relief 
specified  in  paragraph  (2)  below. 

(a)  All  of  the  registrant's  equity  securities 
are  owned,  either  directly  or  indirectly,  by  a 
single  person  which  is  a  reporting  company 
and  which  has  Hied  all  the  material  required 
to  be  filed  under  sections  13, 14  or  15(d],  as 
applicable,  and  which  is  named  in 
conjunction  with  the  registrant's  description 
of  its  business; 

(b)  During  the  past  thirty-six  months  and 
any  subsequent  period  of  days,  there  has  not 
been  any  material  default  in  the  payment  of 
principal,  interest,  a  sinking  or  purchase  fund 
installment,  or  any  other  material  default  not 
cured  within  thirty  days,  with  respect  to  any 
indebtedness  of  the  registrant  or  its 
subsidiaries,  and  there  has  not  been  any 
material  default  in  the  payment  of  rental 
under  material  long-term  leases;  and 

(c)  There  is  prominently  set  forth  on  the 
cover  page  of  the  Form  10-KSB.  a  statement 
that  the  registrant  meets  the  conditions  set 
forth  in  General  Instruction  G(l)  (a)  and  (b)  of 
Form  10-KSB  and  therefore  filing  this  Form 
with  the  reduced  disclosure  format. 

2.  Registrants  meeting  the  conditions 
specified  in  paragraph  1  above  are  entitled  to 
the  following  relief: 

(a)  Such  registrants  may  omit  the 
information  called  for  by  Item  303(b), 
Management’s  Discussion  and  Analysis,  if 
required  by  the  Instruction  to  that  Item, 
provided  that  the  registrant  includes  in  the 
Form  10-KSB  a  narrative  analysis  of  the 
results  of  operations  explaining  the  reasons 
for  material  changes  in  the  amount  of 
revenue  and  expense  items  between  the  most 
recent  Bscal  year  presented  and  the  Bscal 
year  immediately  preceding  it  Explanations 
of  material  changes,  should  include,  but  not 


be  limited  to,  changes  in  the  various  elements 
which  determine  revenue  and  expense  levels, 
such  as  imit  sales  volume,  prices  charged  and 
paid,  production  levels,  production  cost 
variances,  labor  costs  and  discretionary 
spending  programs.  In  addition,  the  analysis 
should  include  an  explanation  of  the  effect  of 
any  changes  in  accounting  principles  and 
practices  or  method  of  application  that  have 
a  material  effect  on  net  income  as  reported. 

(b)  Such  registrants  may  omit  the  list  of 
subsidiaries  exhibit  required  by  Item  601  of 
regulation  S-B. 

(c)  Such  registrants  may  omit  the 
information  called  for  by  the  following  Items: 
Item  4,  Submission  of  Matters  to  a  Vote  of 
Security  Holders;  Item  10  Directors  and 
Executive  Officers,  etc.;  Item  11,  Executive 
Compensation;  Item  12,  Security  Ownership 
of  Certain  BeneHcial  Owners,  etc.;  Item  13, 
Certain  Relationships  and  Related 
Transactions. 

Parti 

Item  1.  Description  of  Business. 

Furnish  the  information  required  by  item 

101  of  regulation  S-B. 

Item  2.  Description  of  Property. 

Furnish  the  information  required  by  item 

102  of  regulation  S-B. 

Item  3.  Legal  Proceedings. 

Furnish  the  information  required  by  item 

103  of  regulation  S-B. 

Item  4.  Submission  of  Matters  to  a  Vote  of 
Security  Holders. 

If  any  matter  was  submitted  during  the 
fourth  quarter  of  the  fiscal  year  covered 
by  this  report  to  a  vote  of  security 
holders,  through  the  solicitation  of 
proxies  or  otherwise,  furnish  the 
following  information: 

(a)  The  date  of  the  meeting  and  whether  it 
was  an  annual  or  special  meeting. 

(b)  If  the  meeting  involved  the  election  of 
directors,  the  name  of  each  director  elected  at 
the  meeting  and  the  name  of  each  other 
director  whose  term  of  office  as  a  director 
continued  after  the  meeting. 

(c)  A  brief  description  of  each  other  matter 
voted  upon  at  the  meeting  and  the  number  of 
affirmative  votes  and  the  number  of  negative 
vote's  cast  with  respect  to  each  such  matter. 

(d)  A  description  of  the  terms  of  any 
settlement  between  the  registrant  and  any 
other  participant  (as  defined  in  rule  14a-ll  of 
regulation  A  under  the  Act)  terminating  any 
solicitation  subject  to  rule  14a-ll,  including 
the  cost  or  anticipated  cost  to  the  registrant. 

Instructions  to  Item  4 

1.  If  any  matter  has  been  submitted  to  a 
vote  of  security  holders  otherwise  than  at  a 
meeting  of  such  security  holders, 
corresponding  information  with  respect  to 
such  submission  should  be  furnished.  The 
solicitation  of  any  authorization  or  consent 
(other  than  a  proxy  to  vote  at  a  shareholders' 
meeting)  with  respect  to  any  matter  shall  be 
deemed  a  submission  of  such  matter  to  a  vote 
of  security  holders  within  the  meaning  of  this 
item. 

2.  Paragraph  (a)  need  be  answered  only  if 
paragraph  (b)  or  (c)  is  required  to  be 
answered. 

3.  Paragraph  (b)  need  not  be  answered  if  (i) 
proxies  for  the  meeting  were  solicited 


pursuant  to  regulation  14A  under  the  Act,  (ii) 
there  was  no  solicitation  in  opposition  to  the 
management’s  nominees  as  listed  in  the 
proxy  statement,  and  (iii)  all  of  such 
nominees  were  elected.  If  the  registrant  did 
not  solicit  proxies  and  the  board  of  directors 
as  previously  reported  to  the  Commission 
was  re-elected  in  its  entirety,  a  statement  to 
that  effect  in  answer  to  paragraph  (b)  will 
suffice  as  an  answer  thereto. 

4.  Paragraph  (c)  need  not  be  answered  as 
to  procedural  matters  or  as  to  the  selection  or 
approval  of  auditors. 

5.  If  the  registrant  has  furnished  to  its 
security  holders  proxy  soliciting  material 
containing  the  information  called  for  by 
paragraph  (d),  the  paragraph  may  be 
answered  by  reference  to  the  information 
contained  in  such  material. 

6.  If  the  registrant  published  a  report 
containing  all  of  the  information  called  for  by 
this  item,  the  item  may  be  answered  by 
reference  to  the  information  in  that  report. 


Item  5.  Market  for  Common  Stock  and 
Related  Stockholder  Matters. 

Furnish  the  information  required  by  item 
201  of  regulation  S-B. 

Item  6.  Management's  Discussion  and 
Analysis  or  Plan  of  Operation. 

Furnish  the  information  required  by  item 

303  of  regulation  S-B. 

Item  7.  Financial  Statements. 

Furnish  the  information  required  by  item 
310(a)  of  regulation  S-B. 

Item  8.  Changes  In  and  Disagreements  With 
Accountants  on  Accounting  and 
Financial  Disclosure. 

Furnish  the  information  required  by  item 

304  of  regulation  S-B. 

Part  III 

Item  9.  Directors,  Executive  Officers, 
Promoters  and  Control  Persons; 
Compliance  With  section  16(a)  of  the 
Exchange  Act. 

Furnish  the  information  required  by  items 

401  and  405  of  regulation  S-B. 

Instruction  to  Item  9 
Checking  the  box  provided  on  the  cover 
page  of  this  Form  to  indicate  that  item  405 
disclosure  of  delinquent  Form  3, 4,  or  5  filers 
is  not  contained  herein  is  intended  to 
facilitate  Form  processing  and  review.  Failure 
to  provide  such  indication  will  not  create 
liability  for  violation  of  the  federal  securities 
laws.  The  space  should  be  checked  only  if 
there  is  no  disclosure  in  this  Form  of 
reporting  person  delinquencies  in  response  to 
item  405  of  regulation  ^B  (5  228.405  of  this 
chapter)  and  the  registrant,  at  the  time  of 
filing  of  the  Form  10-^SB,  has  reviewed  the 
information  necessary  to  ascertain,  and  has 
determined  that,  item  405  disclosure  is  not 
expected  to  be  contained  in  Part  III  of  the 
Form  10-KSB  or  incorporated  by  reference. 
Item  10.  Executive  Compensation. 

Furnish  the  information  required  by  item 

402  of  regulation  S-B. 

Item  11.  Security  Ownership  of  Certain 
Beneficial  Owners  and  Management. 
Furnish  the  information  required  by  item 

403  of  regulation  S-B. 
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Item  12.  Certain  Relationships  and  Related 
Transactions. 

Furnish  the  information  required  by  item 
404  of  regulation  S-B. 

Item  13.  Exhibits  and  Reports  on  Form  6-lC 

(a)  Furnish  the  exhibits  required  by  item 
601  of  regulation  S-B.  Where  any 
Tinancial  statement  or  exhibit  is 
incorporated  by  reference,  the 
incorporation  by  reference  shall  be  set 
forth  in  the  list  required  by  this  item.  See 
Exchange  Act  rule  12b-23  (S  240.12b-23 
of  this  chapter). 

(b)  Reports  on  Form  8-K.  State  whether 
any  reports  on  Form  8-K  were  filed 
during  the  last  quarter  of  the  period 
covered  by  this  report,  listing  the  items 
reported,  any  financial  statements  filed 
and  the  dates  of  such  reports. 

Signatures 

In  accordance  with  section  13  or  15(d)  of 
the  Exchange  Act  the  registrant  caused  this 
report  to  be  signed  on  its  behalf  by  the 
undersigned,  thereunto  duly  authorized. 

(Registrant)  - 

By  Signature  and  Title)*  - 

Date  - 

In  accordance  with  the  Exchange  Act  this 
report  has  been  signed  below  by  the 
following  persons  on  behalf  of  the  registrant 
and  in  the  capacities  and  on  the  dates 
indicated. 

By  (Signature  and  Title)*  - 

Date  - 

By  (Signature  and  Title)*  - 

Date  - 

*  Print  the  name  and  title  of  each  signing 
oHicer  under  his  signature. 

Supplemental  Information  to  be  Furnished 
With  Reports  Filed  Pursuant  to  Section  lS(d) 
of  the  Exchange  Act  By  Non-reporting  Issuers 

(a)  Except  to  the  extent  that  the  materials 
enumerated  in  (1)  and/or  (2)  below  are 
specifically  incorporated  into  this  Form  by 
reference  (in  which  case,  see  rule  12b-23(b)), 
every  issuer  which  files  an  annual  report  on 
this  Form  under  section  15(d)  of  the  Exchange 
Act  shall  furnish  the  Commission  for  its 
information,  at  the  time  of  filing  its  report  on 
this  Form,  four  copies  of  the  following: 

(1)  Any  annual  report  to  security  holders 
covering  the  registrant's  last  Bscal  yean  and 

(2)  Every  proxy  statement,  form  of  proxy  or 
other  proxy  soliciting  material  sent  to  more 
than  ten  of  the  registrant's  security  holders 
with  respect  to  any  annual  or  other  meeting 
of  security  holders. 

(b)  The  Commission  will  not  consider  the 
material  to  be  “Bled"  or  subject  to  the 
liabilities  of  section  18  of  the  Exchange  Act 
except  if  the  issuer  specifically  incorporates 
it  in  its  annual  report  on  this  Form  by 
reference. 

(c)  If  no  such  annual  report  or  proxy 
material  has  been  sent  to  security  holders,  a 
statement  to  that  effect  shall  be  included 
under  this  caption.  If  such  report  or  proxy 
material  is  to  be  furnished  to  security  holders 
subsequent  to  the  filing  of  the  annual  report 
on  this  Form,  the  registrant  shall  so  state 
under  this  caption  and  shall  furnish  copies  of 
such  material  to  the  Commission  when  it  is 
sent  to  security  holders. 

30.  Section  248.30Sb  is  added  to  read 
as  follows: 


§  249  J08b  Fonn  10-QSB,  optional  form 
for  quartorfy  and  transition  reports  of  smaM 
business  issuers  under  sections  13  or  15(d) 
of  the  Securities  Exchange  Act  of  1934 
(“Exchange  Act”). 

A  “small  business  issuer,"  deBned  in  rule 
12b-2,  may  use  this  Form  for  its  transition 
and  quarterly  reports  under  section  13  or 
15(d)  of  the  Exchange  Act  and  rules  13a-13 
and  15d-13  (SS  240.13a-13  or  240.15d-13  of 
this  chapter).  A  small  business  issuer  shall 
file  a  quarterly  report  on  this  form  within  45 
days  after  the  end  of  each  of  the  first  three 
fiscal  quarters  of  each  fiscal  year.  No  report 
need  be  Bled  for  the  fourth  quarter  of  any 
fiscal  year.  Transition  reports  shall  be  Bled  in 
accordance  with  the  requirements  set  forth  in 
rule  13a-10  or  rule  15d-10. 

Note:  The  text  and  instructions  of  Form  10- 
QSB  will  not  appear  in  the  Code  of  Federal 
Regulations. 

U.S.  Securities  and  Exchange  Conunission, 
Washington,  DC  20549;  Form  10-QSB 

0MB  Approval 

OMB  Number;  xxxx-xxxx.  Expires;  Approval 
Pending 

Estimated  average  burden  hours  per 

response . 1.0 

(Mark  One) 

[  J  Quarterly  Report  under  Section  13  or 
15(d)  of  the  Securities  Exchange  Act  of 
1934 

For  the  quarterly  period  ended _ 

(  ]  Transition  Report  under  Section  13  or 
15(d)  of  the  Exchange  Act 
For  the  transition  period  from _ to 


Commission  Ble  number 


(Exact  name  of  small  business  issuer  as 
specified  in  its  charter) 


(State  or  other  jurisdiction  of  incorporation  or 
organization) 

(IRS  Employer  Identification  No.) 

(Address  of  principal  executive  offices) 

(  )  - 

(Issuer's  telephone  number) 

(Former  name,  former  address  and  former 
fiscal  year,  if  changed  since  last  report) 

Check  whether  the  issuer  (1)  Bled  all 
reports  required  to  be  Bled  by  section  13  or 
15(d)  of  the  Exchange  Act  during  the  past  12 
months  (or  for  such  shorter  period  that  the 
registrant  was  required  to  file  such  reports), 
and  (2)  has  been  subject  to  such  filing 

requirements  for  the  past  90  days.  Yes _ 

No _ 

Applicable  Only  to  Issuers  Involved  in 
Bankruptcy  Proceedings  During  the  Preceding 
Five  Years 

Check  whether  the  registrant  Bled  all 
documents  and  reports  required  to  be  Bled  by 
section  12, 13  or  15(d)  of  the  Exchange  Act 
after  the  distribution  of  securities  under  a 
plan  confirmed  by  a  court.  Yes _ No _ 

Applicable  Only  to  Corporate  Issuers 
State  the  number  of  shares  outstanding  of 
each  of  the  issuer's  classes  of  common  stock, 
as  of  the  latest  practicable  date; _ 


General  Instructions 

A.  Use  of  Form  10-QSB 

1.  A  small  business  issuer,  defined  in  rule 
12b-2,  may  use  this  Form  for  its  transition 
and  quarterly  reports  under  section  13  or 
15(d)  of  the  Exchange  Act  and  rules  13a-13 
and  15d-13  (§S  240.13a-13  and  240.15d-13  of 
this  chapter).  A  small  business  issuer  shall 
file  a  quarterly  report  on  this  form  within  45 
days  after  the  end  of  each  of  the  first  three 
fiscal  quarters  of  each  Bscal  year.  No  report 
need  be  filed  for  the  fourth  quarter  of  any 
fiscal  year.  Transition  reports  shall  be  Bled  in 
accordance  with  the  requirements  set  forth  in 
rule  13a-10  or  rule  15d-10. 

B.  Application  of  General  Rules  and 
Regulations 

1.  The  General  Rules  and  Regulations 
under  the  Exchange  Act  (§  240.0-1  et  seq.), 
particularly  regulation  12B  (S  240.12b-l  et 
seq.)  contain  certain  general  requirements  for 
reports  on  any  form  which  should  be 
carefully  read  and  observed  in  the 
preparation  and  filing  of  reports  on  this  Form. 

C.  Incorporation  by  Reference 

1.  If  the  registrant  makes  available  to  its 
stockholders  or  otherwise  publishes,  within 
the  period  prescribed  for  filing  the  report,  a 
document  or  statement  containing 
information  meeting  some  or  all  of  the 
requirements  of  part  I  of  this  form,  the 
information  may  be  incorporated  by 
reference  from  such  published  document  or 
statement,  in  answer  or  partial  answer  to  any 
item  or  items  of  part  I  of  this  form  provided 
copies  of  the  document  or  statement  are  filed 
as  an  exhibit  to  part  I  of  the  report  on  this 
form. 

2.  Other  information  may  be  incorporated 
by  reference  in  answer  or  partial  answer  to 
any  item  or  items  of  part  II  of  this  form  in 
accordance  with  the  provisions  of  rule  12b-23 
of  the  Exchange  Act. 

D.  Integrated  Reports  to  Security  Holders 

Quarterly  reports  to  security  holders  may 
be  combined  with  the  required  information  of 
Form  10-QSB  and  will  be  suitable  for  filing 
with  the  Commission  if  the  following 
conditions  are  satisfied: 

1.  The  combined  report  contains  full  and 
complete  answers  to  all  items  required  by 
part  I  of  this  form.  When  responses  to  a 
certain  item  of  required  disclosure  are 
separated  within  the  combined  report,  an 
appropriate  cross-reference  should  be  made. 

2.  If  not  included  in  the  combined  report, 
the  cover  page,  appropriate  responses  to  part 
II  and  the  required  signatures  shall  be 
included  in  the  Form  10-QSB.  Additionally, 
as  appropriate,  a  cross-reference  sheet 
should  be  filed  indicating  the  location  of 
information  required  by  items  of  the  form. 

E.  Filed  Status  of  Information  Presented 

1.  Under  Rules  13a-13(d)  and  15d-13(d)  of 
the  Exchange  Act  (§9  240.13a-13(d),  240.15d- 
13(d)  of  this  chapter),  the  information 
presented  in  satisfaction  of  the  requirements 
of  items  1  and  2  of  part  I  of  this  form,  whether 
included  directly  in  a  report  on  this  form, 
incorporated  therein  by  reference  from  a 
report,  document  or  statement  Bled  as  an 
e^^ibit  to  part  1  of  this  form  pursuant  to 
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Instruction  D(l)  above,  included  in  an 
integrated  report  pursuant  to  Instruction  D 
above,  or  contained  in  a  statement  regarding 
computation  of  per  share  earnings  or  a  letter 
regarding  a  change  in  accounting  principles 
filed  as  an  exhibit  to  part  I  under  item  601  of 
Regulation  S-B  ($  228.601  of  this  chapter) 
shall  not  be  deemed  filed  for  the  purpose  of 
section  18  of  the  Exchange  Act  or  otherwise 
subject  to  the  liabilities  of  that  section  of  the 
Act  but  shall  be  subject  to  the  other 
provisions  of  the  Act. 

2.  Information  presented  in  satisfaction  of 
the  requirements  of  this  form  other  than  those 
of  items  1  and  2  or  part  I  shall  be  deemed 
filed  for  the  purpose  of  section  18  of  the 
Exchange  Act;  except  that,  where  information 
presented  in  response  to  item  1  or  2  of  part  1 
(or  an  exhibit  thereto)  is  also  used  to  satisfy 
part  II  requirements  through  incorporation  by 
reference,  only  that  portion  of  part  I  (or 
exhibit  thereto)  consisting  of  the  information 
required  by  part  II  shall  be  deemed  so  filed. 

F.  Signature  and  Filing  of  Report 

1.  File  three  "complete”  copies  and  five 
"additional"  copies  of  the  registration 
statement  with  the  Commission  and  file  at 
least  one  complete  copy  with  each  exchange 
on  which  the  securities  will  be  registered.  A 
"complete”  copy  includes  financial 
statements,  exhibits  and  all  other  papers  and 
documents.  An  "additional"  copy  excludes 
exhibits. 

2.  Manually  sign  at  least  one  copy  of  the 
report  filed  with  the  Commission  and  each 
exchange;  other  copies  should  have  typed  or 
printed  signatures.  In  the  case  where  the 
principal  financial  or  chief  accounting  o^icer 
is  also  authorized  to  sign  on  behalf  of  the 
registrant,  one  signature  is  acceptable 
provided  that  the  registrant  clearly  indicates 
the  dual  responsibilities  of  the  signatory. 

G.  Omission  of  Information  by  Certain 
Wholly  Owned  Subsidiaries 

If,  on  the  date  of  the  filing  of  its  Form  10- 
QSB,  the  registrant  meets  the  conditions  in 
paragraph  (1)  below,  then  it  may  omit  the 
information  in  paragraph  (2)  below. 

1.  Conditions  for  availability  of  relief 
specified  in  paragraph  (2)  below: 

(a)  All  of  die  registrant's  equity  securities 
are  owned,  either  directly  or  indirectly,  by  a 
single  person  which  is  a  reporting  company 
and  which  has  Bled  all  the  material  required 
to  be  filed  pursuant  to  section  13, 14  or  15(d) 
of  the  Exchange  Act. 

(b)  During  the  past  thirty-six  calendar 
months  and  any  later  period,  there  has  not 
been  any  material  default  in  the  payment  of 
principal,  interest,  a  sinking  or  purchase  fund 
installment,  or  any  other  material  default  not 
cured  within  thirty  days,  with  respect  to  any 
indebtedness  of  the  small  business  issuer, 
and  there  has  not  been  any  material  default 
in  the  payment  of  rentals  under  material  long¬ 
term  leases;  and 

(c)  There  is  prominently  set  forth,  on  the 
cover  page  of  the  Form  10-QSB,  a  statement 
that  the  registrant  meets  the  conditions  set 
forth  in  this  instruction  and  is  therefore  filing 
this  form  with  the  reduced  disclosure  format. 

2.  Registrants  meeting  the  conditions  in 
paragraph  (1)  above  are  entitled  to: 

(a)  Omit  the  information  called  for  by  item 
303  of  Regulation  S-B  (§  228.303  of  this 


chapter).  Management's  Discussion  and 
Analysis  provided  that  the  issuer  includes  in 
the  Form  10-QSB  a  management's  narrative 
analysis  of  the  results  of  operations 
explaining  the  reasons  for  material  changes 
in  the  amount  of  revenue  and  expense  items 
between  the  most  recent  fiscal  year-to-date 
period  presented  and  the  corresponding  year- 
to-date  period  in  the  preceding  Bscal  year. 
Explanations  of  material  changes  should 
include,  but  not  be  limited  to,  changes  in  the 
various  elements  which  determine  revenue 
and  expense  levels  such  as  unit  sales  volume, 
prices  charged  and  paid,  production  levels, 
production  cost  variances,  labor  costs  and 
discretionary  spending  programs.  In  addition, 
the  analysis  should  include  an  explanation  of 
the  effect  of  any  changes  in  accounting 
principles  and  practices  or  method  of 
application  that  have  a  material  effect  on  net 
income  as  reported. 

(b)  Such  registrants  may  omit  the 
information  called  for  by  the  following  items 
in  part  II:  Items  2,  3  and  4. 

Part  I — Financial  Information 

Item  1.  Financial  Statements. 

Furnish  the  information  required  by 
Item  310(b)  of  regulation  S-B. 

Item  2.  Management’s  Discussion  and 
Analysis  or  Plan  of  Operation. 

Furnish  the  information  required  by 
Item  303  of  regulation  S-B. 

Part  II — Other  Information 

Instruction  to  Part  II 

Any  item  which  is  inapplicable  or  to 
which  the  answer  is  negative  may  be 
omitted  and  no  reference  thereto  need 
be  made  in  the  report.  If  substantially 
the  same  information  has  been 
previously  reported  by  the  registrant,  an 
additional  report  of  the  information  on 
this  form  need  not  be  made.  The  term 
"previously  reported"  is  deHned  in  rule 
12b-2  of  the  Exchange  Act.  A  separate 
response  need  not  be  presented  in  Part 
II  where  information  called  for  is 
already  disclosed  in  the  financial 
information  in  Part  I  and  is  incorporated 
by  reference  into  part  II  of  the  report  by 
means  of  a  statement  to  that  effect  in 
part  II  which  speciHcally  identifies  the 
incorporated  information. 

Item}  1.  Legal  Proceedings 

Furnish  the  information  required  by 
item  103  of  regulation  S-B.  As  to 
proceedings  that  terminated  during  the 
period  covered  by  this  report,  furnish 
information  similar  to  that  required  by 
item  103  of  regulation  S-B. 

Instruction  to  Item  1 

A  legal  proceeding  need  only  be 
reported  in  the  Form  10-QSB  filed  for 
the  quarter  in  which  it  first  became  a 
reportable  event  and  in  subsequent 
quarters  in  which  there  have  been 
material  developments.  Subsequent 
Form  10-QSB  filings  in  the  same  fiscal 


year  in  which  a  legal  proceeding  or  a 
material  development  is  reported  should 
reference  any  previous  reports  in  that 
year. 

Item  2.  Changes  in  Securities 

(a)  If  the  instruments  defining  the 
rights  of  the  holders  of  any  class  of 
registered  securities  have  been 
materially  modified,  give  the  title  of  the 
class  of  securities  involved  and  state 
briefly  the  general  effect  of  such 
modification  upon  the  rights  of  holders 
of  such  securities. 

(b)  If  the  rights  evidenced  by  any 
class  of  registered  securities  have  been 
materially  limited  or  qualified  by  the 
issuance  or  modification  of  any  other 
class  of  securities,  state  briefly  the 
general  effect  of  the  issuance  or 
modification  of  such  other  class  of 
securities  upon  the  rights  of  the  holders 
of  the  registered  securities. 

Instruction  to  Item  2 

1.  Working  capital  restrictions  and 
other  limitations  upon  the  payment  of 
dividends  are  to  be  reported. 

Item  3.  Defaults  Upon  Senior  Securities 

(a)  If  there  has  been  any  material 
default  in  the  payment  of  principal, 
interest,  a  sinking  or  purchase  fund 
installment,  or  any  other  material 
default  not  cured  within  30  days,  with 
respect  to  any  indebtedness  of  the  small 
business  issuer  exceeding  5  percent  of 
the  total  assets  of  the  issuer  identify  the 
indebtedness  and  state  the  nature  of  the 
default.  In  the  case  of  such  a  default  in 
the  payment  of  principal,  interest,  or  a 
sinking  or  purchase  fund  installment, 
state  the  amount  of  the  default  and  the 
total  arrearage  on  the  date  of  filing  this 
report. 

Instruction  to  Item  3(a) 

1.  This  paragraph  refers  only  to  events 
which  have  become  defaults  under  the 
governing  instruments,  i.e.,  after  the 
expiration  of  any  period  of  grace  and 
compliance  with  any  notice 
requirements. 

(b)  If  any  material  arrearage  in  the 
payment  of  dividends  has  occurred  or  if 
there  has  been  any  other  material 
delinquency  not  cured  within  30  days, 
with  respect  to  any  class  of  preferred 
stock  of  the  registrant  which  is 
registered  or  which  ranks  prior  to  any 
class  of  registered  securities,  or  with 
respect  to  any  class  of  preferred  stock  of 
any  significant  subsidiary  of  the 
registrant,  give  the  title  of  the  class  and 
state  the  nature  of  the  arrearage  or 
delinquency.  In  the  case  of  such  a 
default  in  the  payment  of  dividends. 
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Dated:  I4arch  It.  1992. 

Maitafat  H.  McFackad, 

Defntty  Secntary, 

[FR  Doc.  9Z-«t2«  Filed  »-!»«;  ft45  am} 
BttJJNe  COOK 


SECUfttTIES  AND  EXCKAM6E 
COMMISSION 

17  CFR  Part  230 

[ReiMM  No.  33-«9ai;  IC-tMtl;  37-5-121 
RIK3236-AE96 

Amendments  to  the  Oflering 
Exemption  Under  Regulation  E  of  the 
Securities  Act  of  t93S 

agency;  Securities  and  Exchange 
Commission. 

ACTION:  Proposed  amendmeots  to  rules. 

SVMitANV;  The  Commission  is  proposing 
for  public  comment  amendments  to  the 
Regulation  E  exemption  horn 
registration  of  securities  of  small 
business  investment  companies  and 
business  development  companies  under 
the  Securities  Act  rf  1M3  to  tncreese  the 
aggregate  (dfering  price  of  a  qualified 
offering  of  securities  that  may  be  sold 
during  a  hvelTe-inonth  period.  Under  the 
proposal,  the  aggregate  offering  price  of 
securities  of  a  small  business 
investment  company  diat  could  be  strfd 
in  refiance  on  Regulaticm  B  would 
increase  fram  $5,001^000  to  $15,000,000. 
Offerings  of  the  securities  of  a  small 
business  investment  conq;>any  or  a 
business  development  company  by  any 
person  oHier  dian  the  issuer  would 
increase  from  $1004)00  to  $I,500,00(X  The 
proposed  amendments  are  intended  to 
enhance  die  alnlity  of  sasall  business 
investment  companies  to  raise  capital 
for  small  businesses  and  to  increase  the 
liquidity  of  investnients  in  small 
business  investment  oxnpanies  and 
business  devdopment  companies. 
DATES:  Comments  must  be  received  on 
or  before  May  19, 1992. 

ADDRESSES:  Comments  should  be 
submitted  in  triplicate  to  Jonathan  G. 
Katz,  Secretary,  Securities  and 
Exchange  Commission.  450  5th  Street 
NW.,  Washington,  DC  20549.  All 
comment  letters  should  refer  to  RIe  No. 
S7-5-92.  AH  comments  received  will  be 
available  for  public  inspection  and 
copying  in  the  Commission's  PubKc 
Reference  Room,  450  5th  Street  NW., 
Washington.  DC  20549. 

FOR  FURTHER  INFORMATION  CONTACT: 
Kenneth  J.  Berman,  Deputy  Chief,  or 
Kathleen  K.  Clark,  Special  Counsel, 
Office  of  Disclosnre  and  Adviser 
Regulation.  Division  of  Investment 


Management  (202)  272-2307,  Securities 
and  Exchange  Commisaion,  450  Fifth 
Street  NW.,  Mail  Stop  10-6. 

Washington,  DC  2054B. 

SUPPLEMENTARY  INFORMATION:  The 
Securities  and  Exchange  CommissioD 
(the  “Commisaion”)  today  is  proposing 
for  comment  mneidoments  to  regulation 
E  (17  CFR  230j601  et  seq.)  under  die 
Securities  Act  of  1933  (“1933  Act")  (15 
U.S£.  77a  et  aeg.l,  which  exempts  fiom 
registratioa  um^  the  1933  Act  certain 
securities  offerings  by  small  business 
investment  cmnpanies  (“SBICs") 
registered  under  tbe  Investment 
Conqwny  Act  of  IMO  r‘1940  Act")  (15 
UJ&Xl.  a0»-l  et  seq.)  and  business 
development  companies  (“BDCs").  The 
amendments  would  increase,  from 
$5,000,000  to  $15,000,000,  the  aggregate 
offering  price  of  SBIC  securities  diat 
may  be  sold  annually  without 
registration  imder  the  1933  Act.  The 
amount  of  SKC  or  BDC  securities  that 
may  be  sold  annually  by  any  person 
other  than  die  issuer  {“selHng 
securityholder^  would  increase  from 
$100,000  to  $1,500,000.  In  addition, 
certain  other  reviskms  are  proposed  to 
modify  the  procedural  requirements  for 
using  regulation  E. 

I.  Background  and  PiscusaioB  of 
Proposals 

SBICs  and  BDCs  are  entities  the 
princqial  business  (rf  uriiich  is  to  provide 
capital  to  small  businesses.  Regulation  E 
exempts  securities  of  ^nCs  registered 
as  investment  coaqpaiiies  under  tbe  1940 
Act  and  MDCs  *  frr«  registration  under 
the  1933  Act  provided  certain  conditions 
are  met.  The  Commission  is  proposing 
amendments  to  regulation  E  to  farther 
the  objective  of  stimulating  mvestment 
in  small  businesses.  The  amendments 
would  increase  the  aggregate  ofiering 
price  limitatkm  for  securities  of  a  SHKI 
to  SlS.OOOOQO.  BDCs  dmt  are  not  SBICs 
would  continue  to  be  subject  to  the 
$5,0004)t)0  limitation.  In  additkai,  die 
offering  price  of  secarities  of  a  SBIC  or 


'  K)C».  crsaled  by  Smalt  Bustness  fnvntment 
bicaBtiv*  Act  al  IflSO  nsSO  AcT )  (Pyb.  L  No.  9B- 
477).  are  a  category  of  ventutc  capUal  companiea 
subject  to  apecial  yravaiona  under  tha  1S40  Act 
designed  to  accommodate  their  characteristics.  A 
BDC  is  m  closed  end  management  investment 
coaipany  with  atcuiitiaa  itgistand  or  to  b« 
registered  under  section  12  of  tha  Secasitiaa 
Exchange  Act  of  1934  ("1934  Act”)  (15  U.S.C  7aJ\ 
that  eiecis  to  be  treated  as  a  BDC  and  is  operated 
for  the  purpose  of  nwiriiig  spac^  types  wt 
investments  to  smafi  baainassti  and  aMkae 
available  aignificait  maBagatial  aaaistaaca  to  the 
companies  in  which  H  invests.  Under  the  1940  Act. 
BDCs  are  subject  to  provisions  that  difier  somewhat 
from  those  appbcaUa  to  other  iavestmaal 
companies  with  respect  la  caaAicts  of  iaterest 
(section  S7  (15  U.SjC.  OOa-MHk.  exacativa 
companaatioa  (section  S7(il  |is  U.SX1  Ma-Vtlim. 
and  leverage  (sectioo  tl  (IS  U.&C.  aOa-OS)). 


BDC  that  CQ«dd  be  offered  by  a  selhng 
8ecurit3rholdm  would  be  increased  from 
$1001000  to  $l,50(l00a 

A.  Background 

In  1958,  Congress  enacted  dte  Small 
Business  Investment  Act  (“SBIA")  *  to 
inqitove  and  to  stimulate  the  flow  of 
private  equity  capital  and  long-term 
loan  funds  to  small  businesses  for 
financing,  expansion,  and  growth.’ 

Under  this  legislation,  the  Small 
Business  Administration  ("SBA")  is 
authorized,  among  other  things,  to 
license  and  to  provide  funding  to  SBICs. 
A  SBIC  is  a  private  conjiany  organized 
under  state  law  whose  activities  are 
limited  to  investing  in  independent  small 
businesses  *  by  purchasing  securities  or 
making  loans.’ 

As  pert  of  the  SBIA,  Congress  added 
section  3(c)  to  the  1933  Act  *  which 
audiorizes  the  Cbmmission  to  exempt 
completely  or  conditionally  securities 
issued  by  SBICs  from  the  registration 
provisions  of  die  1933  Act.  Under  this 
authority,  the  Commisaion,  in  1958. 
adopted  regalaUon  E  ’  exempting 
securities  issued  by  SBICs  registered 
under  the  1940  Act  from  registratioa 
under  the  1933  Act  provided  certain 
conditions  are  met.'  Regulation  E  is 
patterned  after  regulation  A  under  the 
1933  Act,*  which  provides  an  exemption 
from  registration  for  small  offerings  of 
securities  by  companies  other  than 
investment  companies.^^  although  the 
two  regulations  are  not  idmtical. 

Regolation  E  requires,  among  other 
things,  the  fifing  with  the  Commission  (d 
a  notification  of  the  offering  and,  in 


*isuL&c:esie<«<a. 

*  StdtaM  102  af  dM  SBIA  tl&  US,C.  sell 

*  A  mmH  buaiweaa.  In  general,  mesne  any 
buaineaa  wHb  net  worth  of  90,000,000  or  teas  and 
average  net  mcome.  after  taxes,  bi  the  preceding 
two  years  of  $2,000,000  or  less.  SBA  rule 
121.802(a)(2)  (13  CFR  121.802(a)(2)). 

*  Section  394(a)  of  the  SBIA  (15  U.SXI  684(3)1: 
rule  803  (13  CFR  107403). 

•lSU.SiC.77c(c). 

^Secaritiee  Act  ReL  Na  4005  (Dsc.  17. 195S)  (23 
FR  104Sa  (Dec  20, 196^)  ("ReL  Nol  400X1 

*  Rale  60a(*)  cf  regsMon  E  (17  CFR  23a002(a))L 

*  17  CFR  290.251-204.  Regubtron  A  wae  adopted 
under  section  9tb)  of  the  1939  Act  (15  U.S.C  77t(b)). 
which  gives  the  Commission  the  authority  to  exempt 
from  registration  offerings  of  securities  not 
exceeding  95.000400.  See  Securities  Act  Rel.  Mb. 
3663  duty  29. 1950  (21  FR  5739  (Aug.  1. 1950))). 

'*'The  oRering  price  exemption  under  regulation 
A  is  cunentty  91400.000,  Rule  254(a)(l)(il  (17  CFR 
2230254(81(11). 

Rul»ta4(a)  (17  CFR  230804(3)).  This 
aatiBcatiaa  in  tetpiircd  to  be  fikd  on  Form  1-E  (17 
CFR  239.200). 
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most  cases,  the  delivery  to  offerees,  and 
the  filing  with  the  Commission,  of  an 
offering  circular  containing  specified 
disclosures.**  The  maximum  aggregate 
offering  price  of  securities  that  currently 
can  be  offered  under  regulation  E  within 
a  twelve-month  period  is  $5,000,000.*® 

B.  Aggregate  Offering  Price  Limitations 

The  Commission  is  proposing 
amendments  to  regulation  E  to  further 
the  objective  of  stimulating  investment 
in  small  businesses  reflected  in  the 
SBIA.  The  proposed  amendments  would 
increase  the  aggregate  offering  price  of 
all  securities  of  a  SBIC  that  may  be 
offered  under  regulation  E  within  a 
twelve  month  period  from  $5,000,000  to 
$15,000,000.**  Comments  are  requested 
on  whether  the  proposed  offering  price 
level  will  serve  to  encourage  offerings  of 
securities  under  regulation  E  or  whether 
the  limit  should  be  lower  or  higher.  For 
example,  should  SBICs  be  permitted  to 
sell  under  regulation  E  the  amount  of 
equity  securities  required  to  satisfy  SBA 
debt  to  equity  ratio  requirements?  *® 

Currently,  the  amount  of  securities 
permitted  to  be  sold  annually  under 
regulation  E  can  include  securities  sold 
by  selling  securityholders  provided  the 
offering  price  of  any  such  securities  does 
not  exceed  $100,000  per  person.*®  This 

>*  Rule  805(a)  (17  CFR  230.605(a)).  Under  rule  606 
(17  CFR  230.606),  an  offering  circular  currently  is  not 
required  for  an  offering  not  exceeding  $100,000. 

**  Rule  603  (17  CFR  230.603).  When  regulation  E 
was  adopted  in  1958,  the  maximum  aggregate 
offering  price  of  securities  that  could  be  offered  was 
$300,000.  Rel.  No.  4005.  This  amount  was  increased 
in  1971  to  $500,000  (Securities  Act  Rel.  No.  5134 
(Mar.  28. 1971)  (36  FR  7050  (Apr.  14. 1971)))  and  in 
1984  to  $5,000,000  (Securities  Act  Rel.  No.  6546  (Aug. 
30. 1984)  (49  FR  35342  (Sept.  7, 1984))). 

The  1980  Act  did  not  provide  for  any 
exemption  for  BDCs  from  registration  under  the 
1933  Act  comparable  to  that  in  section  3(c)  of  the 
1933  Act  for  SBICs.  In  1984,  the  Commission 
extended  the  exemption  provided  by  regulation  E  to 
include  BDCs  under  section  3(b)  of  the  1933  Act, 
which  gives  the  Commission  authority  to  exempt 
securities  ofrerings  not  exceeding  $5,000,000.  The 
proposed  amendments  would  only  be  applicable  to 
SBICs  under  the  authority  of  section  3(c).  Thus,  the 
proposed  amendment  would  be  available  to  a  BDC 
only  If  it  is  also  an  ^IC. 

SBA  fmancing  for  SBICs  is  currently  permitted 
in  amounts  up  to  three  times  the  equity  capital  of 
SBICs  with  a  maximum  of  $35,000,000.  Thus,  the 
equity  capital  necessary  for  the  maximum  financing 
amount  is  approximately  $12,000,000.  If  the  SBA 
financing  amount  which  has  not  been  changed 
since  1958,  is  increased,  comment  is  requested  on 
whether  the  Commission  should  adopt  an  ofrering 
price  limit  that  will  enable  SBICs  to  satisfy  equity 
ratio  requirements  through  ofrerings  under 
regulation  E. 

'*  Rule  603(a).  A  person  who  directly  or  indirectly 
controls  or  is  controlled  by  an  issuer,  such  as  an 
rfricer,  director  or  10%  stockholder,  is  considered  to 
be  an  issuer  for  the  purpose  of  the  definition  of  an 
‘  underwriter"  in  section  2(11)  of  the  1933  Act  (15 
U.S.C.  77b(ll)).  Unless  an  exemption  is  applicable,  a 
registration  statement  is  required  under  section  5(a) 
of  the  1933  Act  (15  U.S.C.  77e(a))  for  the  offer  or  sale 
of  securities  by  such  persons. 


provision  was  intended  to  limit  offerings 
that  could  be  made  under  regulation  E 
which  would  not  directly  benefit  the 
issuer.  Such  offerings  do,  however, 
encourage  investments  in  SBICs  or 
BDCs  because  they  serve  to  increase 
shareholder  liquidity  by  facilitating 
secondary  offerings  of  securities.  The 
Commission  therefore  is  proposing  to 
raise  the  offering  price  of  securities  of  a 
SBIC  or  a  BDC  Aat  may  be  offered  by  a 
selling  securityholder  from  $100,(X)0  to 
$1,5(X),000.  The  offering  price  of 
securities  sold  in  these  offerings  would 
be  counted  in  determining  whether 
securities  sold  under  regulation  E  during 
the  twelve-month  period  did  not  exceed 
the  $15,0(X),000  limit  for  SBICs  or  the 
$5,000,000  limit  for  BDCs. 

C.  Other  Revisions 

1.  Preliminary  Offering  Circular 

Under  regulation  A  and  regulation  E,  a 
preliminary  offering  circular  may  be 
used  prior  to  the  effective  date  of  an 
offering  under  these  regulations  if  the 
offering  is  underwritten.  The 
Commission  is  proposing  to  eliminate 
the  underwritten  offering  requirement  in 
regulation  A  *'*  and  regulation  E  to 
permit  the  use  of  a  preliminary  offering 
circular  in  any  otherwise  eligible 
offering.  The  purpose  of  the 
underwritten  offering  requirement  was, 
among  other  things,  to  assure,  through 
participation  of  the  underwriter, 
adequate  disclosure  in  the  preliminary 
offering  circular.  This  requirement  does 
not  appear  to  be  necessary  in  view  of 
the  other  substantive  disclosure 
requirements  of  regulation  A  and 
regulation  E. 

2.  Substantial  and  Good  Faith 
Compliance 

The  proposed  amendments  to 
regulation  E  include  a  provision 
protecting  those  who  substantially  and 
in  good  faith  comply  with  its  terms, 
conditions,  and  requirements.  Under  this 
provision,  which  is  patterned  after  a 
similar  provision  in  regulation  D  under 
the  1933  Act,*®  an  issuer  would  not  lose 
the  exemption  with  respect  to  a 
particular  investor  even  if  the  issuer 
failed  to  comply  with  a  requirement  of 
regulation  E,  although  it  would  violate  a 
Commission  rule. 

Under  the  proposed  safe  harbor,  the 
exemption  would  continue  to  be 
available  if  the  issuer  could  show  that 
the  requirement  not  complied  with  was 

See  proposed  rule  255  in  Securities  Act  Rel.  No. 
6924,  (Mar.  11, 1992)  (“Regulation  A  Release”). 

‘*17  CFR  230.501-506.  The  Conunission  is 
proposing  a  similar  provision  for  Regulation  A.  See 
proposed  rule  260  in  the  regulation  A  Release. 


not  intended  to  protect  the  particular 
investor,  the  violation  was  not  material 
to  the  offering  as  a  whole,  and  the  issuer 
had  made  a  good  faith  attempt  to 
comply  with  all  the  requirements  of 
regulation  E.  Regulation  E  would  specify 
that  the  requirements  concerning  issuer 
eligibility,  filing  offering  statements,  and 
the  specific  dollar  limitations  in  the 
regulation  are  always  material  to  the 
offering  as  a  whole. 

3.  Integration  Safe  Harbor 

Comment  is  requested  on  whether  a 
“safe  harbor”  provision,  similar  to  that 
proposed  for  regulation  A,*®  regarding 
integration  of  offerings  with  previous  or 
subsequent  offerings  of  securities  should 
be  included  in  regulation  E.  Under  the 
regulation  A  proposal,  an  offering  would 
not  be  integrated  with  any  previous 
registered  offering  or  with  any 
subsequent  offering  that  is  registered  or 
made  more  than  six  months  after  the 
regulation  A  offering.  In  addition,  other 
specified  offerings  would  not  be 
integrated  with  a  regulation  A  offering 
even  if  they  are  made  within  a  six- 
month  period.  These  include  offerings 
pursuant  to  an  employee  benefit  plan  or 
made  in  reliance  on  regulation  S  under 
the  1933  Act.*®  Comment  is  specifically 
requested  on  whether  an  integration 
safe  harbor  is  necessary  or  appropriate 
for  SBICs  and  BDCs  under  regulation  E, 
and,  if  so,  whether  it  should  cover  the 
same  types  of  offerings  and  time 
periods. 

II.  General  Request  for  Comments 

Any  interested  persons  wishing  to 
submit  written  comments  on  the 
proposed  rule  changes  that  are  the 
subject  of  this  release,  to  suggest 
additional  changes  (including  changes  to 
provisions  of  the  rules  that  the 
Commission  is  not  proposing  to  amend], 
or  to  submit  comments  on  other  matters 
that  might  have  an  impact  on  the 
proposals  contained  herein,  are 
requested  to  do  so.  Commenters 
suggesting  alternate  approaches  are 
encouraged  to  submit  proposed  rule 
text. 

III.  Cost/Benefit  of  the  Proposals 

To  assist  the  Commission  in  its 
evaluation  of  the  costs  and  benefits  that 
may  result  from  the  proposed 
amendments  to  regulation  E, 
commenters  are  requested  to  provide 
views  and  data  relating  to  any  costs  and 
benefits  associated  with  these 
proposals.  The  proposed  amendments  to 

‘*  See  proposed  rule  251(c)  in  the  regulation  A 
Release. 

»®  17  CFR  230.901-904. 


Fedwid  Rflfpslw  /  V(rf.  57,  No.  55  /  FHday.  March  20,  1992  /  Prf^xraed  Roles 


9627 


regulation  E  are  not  expected  to  niipoee 
any  signiBcant  additional  htffdens  m 
Sl^s  and  should  signifkantly  reduce 
the  costs  they  may  now  incur  in 
connectimi  with  the  registration  of 
securities  for  an  aggregate  offering  price 
exceeding  $5,000,000  by  eliminating  the 
need  to  file  registration  statemerrts  for 
public  offerings  of  securities  diat  do  not 
exceed  $15,000,000. 

IV.  Summary  of  Initial  Regulatory 
Flexibility  Analysis 

The  Commission  has  prepared  an 
initial  regulatory  flexibility  analj^is  in 
accordance  with  5  U.S.C.  603  regarding 
the  proposed  amendments.  The  analysis 
notes  that  the  rule  proposals  contained 
in  this  release  are  intended  to  improve 
the  access  to  SKCs  to  public  equity 
sources  and  stimulate  investment  in 
small  businesses.  Other  aggregate  cost- 
benefit  information  reflected  in  the 
‘‘Cost/Benefit  Analysis”  section  of  this 
release  also  is  reflected  in  the  analysis. 
A  copy  of  the  Initial  Regulatory 
Flexibility  Analysis  may  be  obtained  by 
contacting  Kathleen  K.  Clarke,  Office  of 
Disclosure  and  Adviser  Regulation,  450 
5th  Street,  NW.,  Washington,  DC  20549. 

V.  Statutory  Authority 

The  CbmmissifHi  is  proposing  to 
amend  regulation  E  under  sections  3(b) 
and  3(c)  (15  U.S.C.  77c  (b)  and  (c))  and 
19(a)  (15  U.S.C.  77s(a)}  of  the  1933  Act 
and  section  38  of  the  1940  Act  (15  U.S.C. 
80a-39).The  authority  citations  for  the 
amendments  to  the  rules  precede  the 
text  of  the  amendments. 

List  of  Subjects  in  17  CFR  Part  230 

Reporting  and  recordkeeping 
requirements.  Securities. 

VI.  Text  of  Proposed  Rule  Amendments 

For  the  reasons  set  out  in  the 
preamble,  the  Commission  is  proposing 
to  amend  title  17,  chapter  n  of  the  Code 
of  Federal  Regulations  as  follows; 

PART  230— GENERAL  RULES  AND 
REGULATIONS  SECURITIES  ACT  OF 
1933 

1.  The  authority  citation  for  part  230 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  77b.  77f,  77g.  77b,  77). 
778,  77888,  78c.  78/,  78m.  78n,  700,  78w.  79t, 
and  80B-37,  unless  otherwise  noted. 

2.  By  amending  §  230.601  to  add  the 
following  definitions  in  the  appropriate 
alphabetical  order. 


§2301601  IMfciWIonaoHsfmaii— din 
H  230.601  to  2aaL610B. 

*  #  •  *  * 

Business  Devehfpment  Company.  The 
term  business  deretopment  company 
means  any  closed-cnri  investment 
company  diat  meets  the  deffnitianal 
requirements  of  sectiaii  2(a)(48)  (A)  and 
(B)  the  Investment  Cmospany  Act  of 
1940  and  that  has  riected  to  be 
regulated,  or  has  notified  the 
Commission  that  it  intends  to  elect  to  be 
regulated,  as  a  business  development 
company  under  section  54  of  the 
Investment  Company  Act  1940. 

O  *  *  •  * 

Small  Business  Investment  Company. 
The  term  small  business  investment 
company  means  any  company  that  is 
licensed  as  a  small  business  investment 
company  under  the  Small  Business 
Investment  Act  of  1958  or  that  has 
received  the  preliminary  approval  of  the 
Small  Business  Administration  and  has 
been  notified  by  the  Administration  that 
it  may  submit  a  license  application. 

*  •  *  #  ♦ 

2.  By  amending  §  230.602  to  revise 
paragraph  (a)  to  read  as  follows: 

§  230.602  Securities  exempted. 

(a)  Except  as  hereinafter  provided  in 
§  §  230.602  to  23Q.610a.  securities  issued 
by  any  of  the  following  persons  shall  be 
exempt  from  registration  under  the  Act 
if  offered  in  accordance  to  the  terms  and 
conditions  of  |§  230.601  to  23Q.610a: 

(1)  Any  small  business  investment 
company  that  is  registered  under  the 
Investment  Company  Act  of  1940; 

(2)  Any  business  development 
company;  or 

(3)  Any  small  business  investment 
company  that  is  a  business  development 
company. 

***** 

3.  By  amending  §  230.603  to  revise 
paragraph  (a)  to  read  as  follows: 

§  230.603  Amount  of  securities  exempted. 

(a)  The  aggregate  offering  price  of  all 
securities  of  the  issuer  offer^  or  sold 
pursuant  to  this  regulation  and  any 
other  securities  previously  offered  or 
sold  pursuant  to  an  offering  under  diis 
regulation  or  in  violation  of  section  5(a) 
of  the  Ad  within  one  year  prior  to  the 
commencement  of  the  proposed  offering 
shall  not  exceed  the  following  amounts 

(1)  $15,000,000  if  the  securities  are 
offered  or  sold  by  or  on  behalf  of  an 
issuer  that  is  a  small  business 
investment  company  or  a  small  business 
investment  company  that  is  a  business 
develoiunent  company;  or 


(2)  $5,000,009  if  the  seemities  are 
offered  or  sold  by  or  on  behalf  of  an 
issuer  that  is  a  business  development 
company  and  is  not  a  small  business 
investment  company; 

Provided,  however,  that  the  aggregate 
offering  price  of  all  securities  offered  or 
sold  by  any  one  selling  securitylM^der 
shall  not  exceed  $1,500,000,  except  that 
this  limitation  shall  not  apply  if  the 
securities  are  to  be  offered  on  behalf  of 
the  estate  of  a  deceased  person  within 
two  years  after  the  death  of  such  person. 
***** 

4.  By  amending  §  230605  to  remove 
paragrai^  (f)(3)  and  to  redesignate 
paragraiA  (f)(4)  as  (f)(3). 

5.  By  adding  §  230.609a  to  read  as 
follows; 

§  230A09a  Insignificant  davlations  from  a 
teniv  conditloa  or  reqidrament  of 
Regulation  E. 

(a)  A  failure  to  comply  with  a  term, 
condition,  or  requirement  of  regulation  E 
will  not  result  in  the  loss  of  the 
exemption  from  the  requirements  of 
section  5  of  the  Act  for  any  offer  or  sale 
to  a  particular  individual  or  entity,  if  the 
person  relying  on  the  exemption 
establishes: 

(1)  The  failure  to  comply  did  not 
pertain  to  a  term,  cemdition,  or 
requirement  directly  intended  to  protect 
that  particular  individual  or  entity; 

(2)  The  failure  to  comply  was 
insignificant  with  respect  to  tfie  offering 
as  a  whole,  provided  that  any  failure  to 
comply  wi^  §  230.602(a),  §  230.603,  and 
§  230.605(a)  shall  be  deemed  to  be 
significant  to  the  offering  as  a  whole; 
and 

(3)  A  good  faith  and  reasonable 
attempt  was  made  to  comply  with  all 
applicable  terms,  conditions,  and 
requirements  of  regulation  E. 

(b)  A  transaction  made  in  reliance 
upon  regulation  E  shall  comply  with  all 
applicable  terms,  conditions,  and 
requirements  of  the  regulation.  Where 
an  exemption  is  established  only 
through  reliance  upon  paragraph  (a)  of 
this  section,  the  failure  to  comply  shall 
nonetheless  be  actionable  by  the 
Commission  under  section  20  of  the  Act. 

(c)  This  provision  provides  no  relief  or 
protection  from  a  proceeding  under 

§  230.610. 

By  the  Commission. 

Dated:  March  12, 1992. 

Margaret  H.  McFarland, 

Deputy  Secretary. 

[FR  Doc.  92-6178  Filed  3-19-92;  8:45  am) 
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SECURITIES  AND  EXCHANGE 
COMMISSION 

17  CFR  Parts  239  and  274 

[Release  No.  33-6927;  IC-18612] 

Revisions  of  Guidelines  to  Form  N-1A 

agency:  Securities  and  Exchange 
Commission. 

ACTION:  Revisions  to  Guidelines. 

SUMMARY:  The  Commission  is  publishing 
revisions  to  the  Guidelines  to  Form  N- 
lA  to  permit  open-end  management 
investment  companies  to  increase  from 
10%  to  15%  the  amount  of  illiquid  assets 
they  may  hold.  Revising  the  Guidelines 
will  permit  investment  companies  more 
flexibility  to  make  investments  in  the 
illiquid  securities  of  small  businesses. 
This  could  provide  small  businesses 
with  better  access  to  the  capital  markets 
in  a  manner  consistent  with  the  public 
interest  and  the  protection  of  investment 
company  shareholders. 

EFFECTIVE  DATE:  March  20, 1992. 

FOR  FURTHER  INFORMATION  CONTACT: 
Jeremiah  de  Michaelis,  Branch  Chief 
(202)  272-2096,  or  Richard  Pfordte, 
Attorney  (202)  272-2103,  Division  of 
Investment  Management,  Securities  and 
Exchange  Commission,  450  5th  Street 
NW.,  Washington  DC  20549. 
SUPPLEMENTARY  INFORMATION:  The 
Commission  is  publishing  revisions  of 
the  Guidelines  to  Form  N-lA  (17  CFR 
239.15A,  274.11A),  the  registration  form 
used  by  open-end  management 
investment  companies  (“mutual  funds”) 
to  register  under  the  Investment 
Company  Act  of  1940  (15  U.S.C.  80a-l  et 
seq.)  (“1940  Act")  and  to  register  their 
securities  under  the  Securities  Act  of 
1933  (15  U.S.C.  77a-l  et  seq.).  The 
revised  Guidelines  will  permit  a  mutual 
fund  to  invest  up  to  15%  of  its  net  assets 
in  illiquid  securities.  Currently,  the 
Guidelines  recommend  a  10%  limit  on 
mutual  fund  investments  in  illiquid 
assets.  In  addition,  the  revisions  make 
other  minor  changes  to  the  Guidelines 
and  place  the  discussion  of  liquidity 
requirements  in  one  place.  The 
Guidelines,  which  consist  of  a 
compilation  and  adaptation  of 
applicable  Commission  releases  and 
staff  positions,  are  prepared  by  the 
Division  of  Investment  Management  for 
use  in  the  preparation  and  filing  of 
registration  statements  on  Form  N-IA. 

I.  Background 

The  Guidelines  are  being  revised  in 
connection  with  the  Commission's 
efforts  to  remove  unnecessary  barriers 
to  capital  formation  and  to  facilitate 
access  to  the  capital  markets  by  small 


businesses.*  Historically,  small  local 
enterprises  have  satisfied  a  large  portion 
of  their  capital  needs  by  using  the 
financial  resources  of  local  banks  and 
similar  institutions.  In  recent  years, 
concern  has  been  expressed  about  the 
ability  of  U.S.  small  businesses  to  obtain 
financing  from  traditional  sources.^  The 
health  and  existence  of  small  business  is 
critical  to  local  economies  and  to  the 
national  economy. 

Mutual  funds  represent  a  significant 
potential  source  of  capital  for  small 
business.®  Currently  there  are  1,787 
funds  which  have  aggregate  total  assets 
of  $474.2  billion  that  could  be  a  source  of 
capital  for  small  businesses.^  Allowing 
mutual  funds  to  invest  an  additional  5% 
of  their  net  assets  in  illiquid  securities, 
including  illiquid  securities  of  U.S.  small 
businesses,  could  make  a  significant 
amount  of  capital  available  to  small 
business  without  significantly  increasing 
the  risk  to  any  fund. 

However,  the  securities  of  small 
businesses  are  generally  illiquid  and 
mutual  funds  are  constrained  in  the 
amount  of  illiquid  assets  they  may  hold. 
Under  the  1940  Act,  mutual  funds  must 
stand  ready  to  redeem  shares  daily  and 
pay  redeeming  shareholders  within 
seven  days  of  receiving  a  redemption 
request.®  In  addition,  a  mutual  fund 
must  compute  its  net  asset  value  each 
business  day  and  give  purchase  and 
redemption  orders  the  price  next 
computed  after  receipt  of  an  order.® 


■  See  Securities  Act  Rel.  No.  6924  (Mar.  11, 1992) 
("Small  Business  Initiatives”  proposing,  among 
other  things,  amendments  to  regulation  A  and  Rule 
504)  and  Securities  Act  Rel.  No.  6926  (Mar.  12, 1992) 
(proposing  amendments  to  regulation  E). 

*  See  The  Small  Business  Credit  Crunch,  Hearings 
Before  the  House  of  Representatives  Comm,  on 
Small  Business,  101st  Cong.,  2nd  Seas.  (1990). 

*  See  section  1(a)(4)  of  the  1940  Act  (IS  U.S.C. 
60a-l(a)(4))  (mutual  funds  are  "media  for 
investment  in  the  national  economy  of  a  substantial 
part  of  the  national  savings  and  may  have  a  vital 
effect  upon  the  flow  of  savings  into  the  capital 
markets"). 

*  This  estimate  was  derived  by  subtracting  from 
the  total  assets  of  mutual  funds  the  assets  of  funds 
that  ordinarily  would  not  invest  in  the  securities  of 
small  businesses — money  market  funds,  funds 
investing  primarily  in  securities  of  the  U.S. 
government  and  its  agencies  and  instrumentalities, 
and  funds  investing  primarily  in  securities  of  state 
and  local  governments.  See  Investment  Company 
Institute  Trends  in  Mutual  Fund  Activity  (Nov. 
1991),  table  6A. 

*  Section  22(e)  of  the  1940  Act  (IS  U.S.C.  80a- 
22(e))  prohibits  a  mutual  fund  from  suspending  the 
right  of  redemption  or  postponing  the  date  of 
payment  or  satisfaction  upon  redemption  for  more 
than  seven  days  after  the  tender  of  such  security  to 
the  mutual  fund. 

*  Rule  22c-l(a)  (17  CFR  270.22c-l(a)). 


Moreover,  most  mutual  funds  allow 
shareholders  easily  to  exchange  their 
fund  shares  for  shares  of  another  mutual 
fund  managed  by  the  same  investment 
adviser,  in  transactions  which  generally 
can  include  only  nominal  costs. 
Shareholders  thus  easily  may  move  their 
money  among  equity,  income,  and 
money  market  funds  as  they  choose, 
increasing  the  need  for  liquidity  of 
mutual  fund  assets. 

To  compute  an  accurate  net  asset 
value  per  share,  a  mutual  fund  must  be 
able  to  value  each  portfolio  security 
accurately.  Mutual  funds  must  use 
market  price  to  value  securities  for 
which  market  quotations  are  readily 
available;  the  board  of  directors  must 
make  a  good  faith  determination  of  the 
fair  value  of  securities  for  which  market 
prices  are  not  readily  available.’  If  the 
net  asset  value  of  a  mutual  fund  is  not 
accurate,  purchasing  or  redeeming 
shareholders  may  pay  or  receive  too 
little  or  too  much  for  their  shares,  and 
the  interests  of  remaining  shareholders 
may  be  overvalued  or  diluted. 

To  meet  these  requirements,  a  mutual 
fund  must  maintain  a  high  degree  of 
portfolio  liquidity.  In  1969,  the 
Commission  stated  that  a  prudent  limit 
on  mutual  fund  holdings  of  illiquid 
securities  would  be  10  percent.®  This 
conservative  standard  was  designed  to 
ensure  that  mutual  funds  will  be  ready 
at  all  times  to  meet  even  remote 
contingencies.  The  10%  standard  has 
been  reflected  in  the  Guidelines  to  Form 
N-lA,  the  mutual  fund  registration  form. 
The  Commission  has  determined  it  is 
consistent  with  investor  protection  to 
increase  the  limit  in  the  Guidelines  to 
15%.  The  Commission  believes  that  a 
15%  standard  should  satisfactorily 
assure  that  mutual  funds  will  be  able  to 
make  timely  payment  for  redeemed 
shares.  Experience  has  shown  that 
mutual  funds  generally  have  not  had 
difficulty  in  meeting  redemption 
requests  from  available  cash  reserves, 
even  during  times  of  abnormally  high 
selling  activities  in  the  securities 
markets.®  Even  if  a  fund  were  forced  to 
sell  securities  to  meet  redemption 
requests,  substantially  all  of  its 
remaining  assets  would  be  required  to 
be  liquid  securities  which  it  could  sell 


’  Rule  2a-4  (17  CFR  270.2a-»). 

•  Investment  Company  Act  Rel.  No.  5847  (Oct.  21, 
1969). 

*  During  the  1967  market  break,  approximately  2% 
of  all  equity  mutual  fund  shares  were  redeemed  on 
October  16  and  19, 1987,  and  most  funds  were  able 
to  meet  these  redemptions  from  available  cash 
reserves.  See  Securities  and  Exchange  Commission, 
Division  of  Market  Regulation,  The  October  1987 
Market  Break  2-17  to  -18  (1988). 
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consistent  with  appropriate  portfolio 
management. 

II.  Revision  of  Liquidity  Test  in 
Guidelines  to  Form  N-lA 

As  revised,  Guide  4  will  permit  a 
mutual  fund  to  invest  up  to  15%  of  its 
assets  in  illiquid  assets.  An  illiquid  asset 
is  defined  as  an  asset  which  may  not  be 
sold  or  disposed  of  in  the  ordinary 
course  of  business  within  seven  days  at 
approximately  the  value  at  which  the 
mutual  fund  has  valued  the  investment 
on  its  books.*® 

While  the  changes  to  the  Guidelines 
will  permit  mutual  funds  to  increase 
their  holdings  of  illiquid  assets,  it  will 
not  require  them  to  do  so.*  *  Nor  will  it 
relieve  a  fund  from  the  requirements 
concerning  valuation  and  the  general 
responsibility  to  maintain  a  level  of 
portfolio  liquidity  that  is  appropriate 
under  the  circumstances.  If  no  market 
quotations  for  an  illiquid  security  are 
available,  the  board  of  directors  of  the 
fund  will  be  required  to  determine  the 
fair  value  of  the  security.  In  addition,  the 
Commission  expects  funds  to  monitor 
portfolio  liquidity  on  an  ongoing  basis  to 
determine  whether,  in  light  of  current 
circumstances,  an  adequate  level  of 
liquidity  is  being  maintained.  For 
example,  an  equity  fund  that  begins  to 


>0  Investment  Company  Act  Rel.  No.  14983  (Mar. 
12, 1986)  (51  FR  9773  (Mar.  21, 1986)  (adopting 
amendments  to  rule  2a-7  under  the  1940  Act)  (17 
CFR  270.2a-7). 

' '  Funds  that  have  fundamental  investment 
policies  restricting  their  ability  to  invest  in  illiquid 
securities  would  be  required  by  section  13(a)  of  the 
1940  Act  (15  U.S.C.  80a-13(a))  to  obtain  shareholder 
approval  to  change  those  policies.  In  addition,  funds 
that  choose  to  make  additional  investments  in 
illiquid  assets,  as  permitted  by  the  Guideline 
revision,  should  consider  whether  to  amend  or 
"sticker”  their  disclosure  documents  to  reflect  these 
changes. 


experience  a  net  outflow  of  assets 
because  investors  increasingly  shift 
their  money  from  equity  to  income  funds 
should  consider  reducing  its  holdings  of 
illiquid  securities  in  an  orderly  fashion 
in  order  to  maintain  adequate  liquidity. 
Finally,  the  Commission  intends  to 
review  the  operation  of  the  Guideline 
revision  through  its  investment  company 
inspection  program  to  determine 
whether  the  revision  is  achieving  its 
intended  purposes  in  a  manner 
consistent  with  investor  protection. 

III.  Text  of  Revisions  to  the  Guidelines 

List  of  Subjects  in  17  CFR  Parts  239  and 
274 

Investment  companies.  Reporting  and 
recordkeeping  requirements.  Securities. 

For  the  reasons  set  out  in  the 
preamble,  title  17,  chapter  II  of  the  Code 
of  Federal  Regulations  is  amended  as 
follows: 

PART  239— FORMS  PRESCRIBED 
UNDER  THE  SECURITIES  ACT  OF  1933 

PART  274— FORMS  PRESCRIBED 
UNDER  THE  INVESTMENT  COMPANY 
ACT  OF  1940 

1.  The  authority  citation  for  part  239 
continues  to  read  as  follows: 

Authority:  15  U.S.C.  77a,  et  seq.,  unless 
otherwise  noted. 

2.  The  authority  citation  for  part  274 
continues  to  read  as  follows: 

Authority:  The  Investment  Company  Act  of 
1940, 15  U.S.C.  80a-l  et  seq.,  unless  otherwise 
noted; 

Note:  The  Guides  to  Forms  N-lA  are  not 
codified  in  the  Code  of  Federal  Regulations. 

3.  Amending  Guide  4  to  Form  N-IA 
(239.15A  and  274.11A)  by  adding  at  the  end  a 
paragraph  to  read  as  follows: 


Guide  4.  Types  of  Securities 
***** 

If  an  open-end  company  holds  a  material 
percentage  of  its  assets  in  securities  or  other 
assets  for  which  there  is  no  established 
market,  there  may  be  a  question  concerning 
the  ability  of  the  fund  to  make  payment 
within  seven  days  of  the  date  its  shares  are 
tendered  for  redemption.  The  usual  limit  on 
aggregate  holdings  by  an  open-end 
investment  company  of  illiquid  assets  is  15 
percent  of  its  net  assets.  An  illiquid  asset  is 
any  asset  which  may  not  be  sold  or  disposed 
of  in  the  ordinary  course  of  business  within 
seven  days  at  approximately  the  value  at 
which  the  mutual  fund  has  valued  the 
investment.  See  Investment  Company  Act 
Release  No.  14983  (Mar.  12, 1986). 

4.  Amending  Guide  12  to  Form  N-lA 
(239.15A  and  274.11A)  by  removing  the 
last  sentence  and  adding  a  new  last 
sentence  to  read  as  follows: 

Guide  12.  Purchase  and  Sale  of  Real  Estate 
***** 

For  the  limits  on  the  aggregate  holdings  by 
open-end  companies  of  illiquid  assets,  see 
Guide  4. 

5.  Amending  Guide  13  to  Form  N-lA 
(239.15A  and  274.11A)  by  removing  the 
fourth  and  fifth  sentences  and  adding  a 
new  last  sentence  to  read  as  follows: 

Guide  13.  The  Making  of  Loans  to  Other 
Persons 

***** 

For  the  limits  on  the  aggregate  holdings  by 
open-end  companies  of  illiquid  assets,  see 
Guide  4. 

Dated:  March  12. 1992. 

By  the  Commission. 

Margaret  H.  McFarland, 

Deputy  Secretary. 

(FR  Doc.  92-^177  Filed  3-19-92;  8:45  am) 
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